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Germany 

Mastermind behind 
economic policy 


BQtent Ecevit 
Old guard returns 
in Turkey 
Page 14 


Today’s surveys 

FT Auto, Turkish finance 
and industry 

Separate sections 


Jewish groups say 
France is delaying 
compensation 

A bitter dispute erupted in - 
Washington at the international 
conference on Holocaust assets. 
Jewish groups accused France 
of dragging its heets On compen- 
satton for artistic masterpieces 
stolen from victims of the Nazis. . 
Page 18; Observer, Page 15 

Turkish leader promises reform 
Veteran Turkish centre-left leader 
BQtent Ecevit said he would 
pressahead with economic and . 
social reform after being asked 
to form a government European 
news, Page 2; The Koran and 
the sword, Page 14 

Northern frisfand deal ‘ctose’ 
Northern Ireland’s political lead- 
ers appeared close to a deal on 
cross bonier organisations to Unk 
the region and the Republic of 
Ireland after weeks of talks.' 

UK news. Page 12 

Ell cosmetics row with US brewing 
The danger of friction between 
the US and the European Union 
over drugs and cosmetics trade 
grew after 10 EU nations voted 
against European Commission • 
proposals for fighting BSE mad 
cow disease. World trade news, 
Page 6 

Ban on few feed additives Beefy. : 
European Union plans for Vban 
on fete antibiotics used in animal 
feed seems certain to go ahead 
after winning the endorsement of 
10 member states. World trade 
news. Page 6 

AustraBa’s economy defies Asia 
AustraHa’s economy grew 5 per 
cent in the year to September, 
defying the Aslan crisfe to make . 
rt one of the fastesfcgrowing - ’ 
economies in the. IndustriaHsad 
world. . Page 16; Editorial Com- _ 
ment, Page15 , 

Blair seeks tedAig on defence 

UKprime: minister Tony BiajFwffl / 
seek French backing; for his pfo- _ 
posal to give Europea common • 
defence capability, and hopes to 
complete ah'^jreement'On 
enhanced co-operatjpriiij^weat^i 
UK arvi French - 

news,Page2 . 

Warning from World Bank 7 ■; 

The World Bank warned thtfS:- • 4 1 
developing countries faced a pre- 1 
carious short-term outlook whWi j 
demanded that policymakers In , ) 
industrial countries did more to 
avert agtobal^fump. Interna- 
tional news, Page 7 

US anger over China anast 
Dlstml between the USl and , - 

China flared over the detention -■ j 
by Belong of Xu WenR> a veteran 
Chinese dissident who has ted • I 
attempts to establish China’s first . 
opposition party. Aste-Pacilte 
news. Page 4 . j 

Human rights leader held 
Egyptian poflee arrested the 
secrai^ry-generai of tte country's j 
main human rights organisation 
after accusations that the British 

embassy paW ft to write a report | 

which exposed po/foe brutalffy. 
International news. Page 7 

Bmssds-pians near fraud office, r-. 
The European Commissibn pub- 
lished ptehsToran independent- 
office to Investigate fraudln 
European Union spending. Euro- 
pean news. Page 2.- 

Sales of near US luniies rise 
Sates of. new hornes te the US 
rose in October as low mortgage 
rates and rebounding stock ■ 

prices kept the housing market 
on course for a good year, the ■ .. 

government said. US and Cana- 
dian news. Page .5 . 


; Shares in Boeing 
fall heavily after 
warning on profits 

Boeing shares feS hoavfly 
. yesterday after the world’s big- 
gest aerospace group stung 
investors wfth sharply reduced 
profit predictions and a warning • 
that Asia’s economic crisis could. 
last five years. Companies and 
Markets, Page 17; Worst may 
not be over. Page 15; Lex,. • 
Page 16 

Total, the French oil group, 
launched a campaign. to bolster 
shareholder support for its pro- 
posed takeover of PetroFina of 
Belgium. Doubts have arisen 
about cost savfiigs and s^ergtes 
between the two groups. Com- 
panies and Markets, Page 17; 
Lex, Page 16 

Bucati, the Italian motorcycle 
company, is planning a stock 
market fisting early next year as 
it continues a remarkable turn- - 
around after being rescued from 
near collapse in 1996. Com- 
panies and Ma r kets, Page 17 

George Chryssotouris, the chief 
executive of OTE, Greece’s partly 
privatised tefefcoms operator, 
resigned after clashing with the 
government European com- . 
parties. Page 18 -. 

Siears ftaetracfc, second biggest 
US store group, dashed Hopes of 
a prosperous Christmas season 
when ft deili^red a pr^t-iyaming 
for the final quarter. Companies 
and Markets, Page T7 1 . 

Ak Ranca, the French national 
carrier, Is tikefy to decide next 
year which of its two US partners 
-.Continental Airlines and Delta 
Air Lines - it w9l join forces with 
in an attempt to bund a global 
affine afifence.Europaen com- 
pantes, Page 18; Lex, Page 16 . 

iJeutsche Bank has agreed to pay 
DMIbn ($596rr^ for Qrtidft Lyon- 
nate-Beftftem. The German group 
b the lar^st forrign bank in ■ “ 
tefy;wlth «XKkterabteretail 
op»atton^InSpate.Jcuropean 
-Qomp^es, Pago 18; Observer, 

*i»_ 

fiaroj^a^a. sfffiraDce.is.to^tVe 
rife jitterest in tife 

- ^datp^^o^qsgijtxjp updec an 

way’ to ^s next year. . 

European cofppanles, page 18 

Rupert ftortiochls efforts ta 
penetrate the ttafian pay tetevF 
sion market suffered a setback 
when the Italian government 
unyelted proposals to prevent 
. any single broadcaster control- ; 
ling more'tfian SO per cent of pay 
TV rights for soccer, interna- 
tkmal compaitios, Page 19 ’ , 

Calhay Pacific, Hong Kong carrier, 
has puHed out of discussions to 
take a stake In PhlfipjXhe Airline. 

Asia-Paciffc companies, Page 
21; Observer, Page 15 

The European Ur*m wiU have a 
single power market dominated 
by gas-fired electricity generation 
within 20 •years, acconfing to a 
report. Trade, Page 8 . 

Wssam.the Japanese ca? and 
truck group,- is. accelerating 
efforts to reduce its debt burden . 
by selling assets and tuning idle 
preqaerttes into cash-generating 
busine^os. Asia-Pacific com- 
panies, Page 21 \ 
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Schroder hacks tax 


German chancellors support for majority voting is blow to UK 


By Peter Monsan and jRafyh Atidns to 
Bono and Robert Proton ta Undos 

Gerhard Schrtider, Germany’s 
chancellor, yes terda y threw his 
weight behind calls, from Oskar 

Lafa ntalne. his fninfatM* 

for the JEmt^ean Iftrion to abac, 
don unanimity in decisions on 
taxation.. 

Bis stand - outlined in an 
interview with the Financial 
Times - is a serious blow to Tony 
Blair, the British prime minister, 
who -opposes majority, .voting on 
tax policy. 

The British government has 
said the current requirement for 
unanimity on tax matters would 
allow the UK. to block any EU 
moves toward tax harmonisation 
| ' that it thought would be damag* 
i tog- 

I - In the FT interview, Mr Schra- 
der said, majority voting an tax 
matters should be part of wider 
reforms of EU decision-making 
tied to enlargement 
- These reforms would not be 
completed under Germany’s pres- 
idency in the first half of next 
year. 

Although intended as a con-, 
structive contribution to the 
debate over the Ell’s future, his 
comments are unlikely to calm 
the tmtsinns which surfaced this 
week between Mr Lafontaine and 
Gordon Brown. UK finance min- 
ister. • 

At a recent meeting of EU 


flnsnvp minister s in Brussels, Mr 
Brown threatened to use the 
national veto to block tax mea- 
smes hostile to British interests. 

“We know that there axe differ- 
ent reprfrvir>n« in EUT0p6 but that 
doesn’t mean it Is not sensible, in 
4 single market with a single cur- 
rency, to have better tax co- 
ordination,” Mr Schrader said. 

“We will never have a complete 
harmonisation because of differ- 
ences in countries’ tax bases. But 
I must stress that the finance 
minister [Oskar Lafontaine] has 
the hariring of the government 
when he . demands steps in this 
direction.” 

Mr Lafontaine’s proposal that 
majority voting should be intro- 
duced for tax matters, “is not 
only the personal opinion of the 
finance minister. It Is also the 
position of the government." Mr 
Lafontaine had said bis remarks 
on Tuesday were “personal opin- 
ions" and not government policy. 

The chancellor hoped his gov- 
ernment's stance would sot sour 
relations with the UK. Debate 
over long-term reform of the EU 
was inevitable, he said, and “all 
member states are bound to put 
forward their position in this 
debate on institutional reform”. 

Mr SchrOder described the 
heated debate in the UK over 
European tax harmonisation as 
“a bit • artificial". Clearly 
dismayed at some UK press 
coverage, be added: “It is 



inappropriate that the German 
finance Tniwigtpr and the German 
foreign minister should be pillo- 
ried by the Daily Mail." 

Germany was bearing a “dou- 
ble burden” in Europe, Mr Schro- 
der said. 1 

Not only did it make a large 
net contribution to the EU bud- 
get, it also suffered Burn net 
recipient countries offering “tax 
oases” that attracted business 
and employment away from Ger- 
many. The UK also had an inter- 
est in preventing “tax dumping" 
and onfah- tax competition, he 
said. 

Yesterday Mr Blair's 
spokesman made a thinly veiled 
attack on Mr Lafontaine, saying 
he would have been “very 
su r prised 1 ” if Mr Brown had gone 
to a meeting of EU finance 
ministers to make a “personal 
statement" on tax policy, rather 
than reflecting his government's 
position. 

Mr Schroder’s comments came 
after the German cabinet agreed 
yesterday the outline programme 
for Germany's EU presidency, 
which will focus on a European 
“jobs pact”, the so-called Agenda 
2000 reform of EU finances and 
agricultural policy and measures 
to wwVp thp union more “citizen 
friendly". 

Italy teaks to defuse dispute, Page 2 RadBsiav Kretfc, the Bosnian Serb general wanted for staged crimes against 
Teaser Blair, Page B humanity during the 1985 occupation Of the Moslem enclave of Srebrenica, 

Business and the euro, Page 25 was captured yesterday by Mato peacekeepers. Page 3 


Rover boss quits amid reports of board split 


By Haig Storaoian and . .. 

DavM : Wlgtrtou to London ... 

Walter Hasselkus, chairman of 
BMW’s troubled British subsid- 
-HafiSPect- 

effly. yesterday- as reports of a 
boardroom spKt at the German 
carmaker and 'Worries about 
Rover triggered a sharp fall in 
BMW shares. . 

BMW stock fell by more than 5 
per- cent, dropping DM63 to dose 
at DM1.M2 mhid reports of differ- 
ences between Bernd Pischets- 
rleder, BMW’s . chairman, .who 
masterminded ihe Rover take- 
over, and Wolfgang Betide, the 
group’s number two, who is 
believed to have been unenthusi- 
astic about the deal. 


Mr Hasselkus meanwhile 
resigned to shoulder responsibil- 
ity for the poor performance of 
Rover in the fiercely competitive 
UK car market 

Sales figures for November 4re 
expected to show Rover’s market 
share, remained depressed. 

In October, Rover’s market, 
share fell to an all-time low of 6.6 
per cant, exacerbating rising 
losses caused by the strong 
pound. 

Mr Hasselkus, a BMW hoard 
member edit to sort out Rover's 
problems in September 1996, will 
be replaced by Werner samann, 
an engineer and academic who is 
relatively unknown outside the 
company. 

Mr Hasselkus's resignation 


came as Rover’s shop stewards 
agreed to a radical cost-cutting 
plan that should save £150m 
fS247m) a year from 2000. 

The flexible working scheme 
will eliminate overtime payments 
and costly Saturday premiums by 
moving to an “annualised work- 
ing time account" system based 
era hours worked during a year. 

The system, used by BMW in 
Germany, will give Rover greater 
flexibility in allocating labour 
during periods of peak demand 
without commuting itself to 
costly overheads at slacker times. 

The scheme should help to 
staunch Rover’s spiralling losses. 
Analysts expect the company will 
lose about DMSOQm (t293m) this 
year, based on BMW's con- 


servative accounting principles. 

In an interview. Mr Piscbets- 
rieder declined to give a 1998 
forecast, but said the figure 
would be swollen by provisions 
for the job cute . 

He" denied any serious differ- 
ences within the BMW board 
over Rover and reasserted his 
personal commitment to the UK 
group. 

- He said the flexibility deal 
would allow BMW to invest an 
es t ima t ed £]-6bn in a new range 
of small and medium cars to 
replace Rover's slow-selling 200 
and 400 models. 

The investment, which remains 
dependent on government aid. 
would secure tbe future of 
Rover’s Longbridge plant in Bir- 


mingham, England. Longbridge 
is Rover's largest factory, 
employing about 14,000 workers. 

Ministers are resigned to pro- 
viding a generous package, which 
some industry observers believe 
could reach £200m. 

Under EU rules, financial assis- 
tance cannot exceed 20 per cent 
of the investment 

The R over 200 and 400 replace- 
ments are crucial to the survival 
of Longbridge. Although the ram- 
shackle plant will build the new 
Mini, due in 2001. its future has 
been increasingly threatened by 
the declining sales of the 200 and 
400. 

Lex, Page 16 

BMW reins In unruly charge, Pap 20 


Brussels launches 
Investigation into 
$600m plant fraud 


By Fetor Mach In Lond on 

European Commission officials 
are investigating a suspected 
fraud involving DMIbn ($594m) of 
excavating machines imported 
from Asia mid sold throughout 
Europe, often with falsified safety 
certificates. • - 

The machines, which are not 
intended for use in Europe and 
are made without essential safety 
features, come ‘ from Japan. 
Indonesia arid South Korea, 
which have been left with huge 
amounts of unsold stock due to 
the region's economic crisis. 

They are often haK the price of 
orthodox equipment, lowering 
prices throughout Europe.. 

At the heart of the fraud is a 
network of several hundred deal- 
ers and “middlemen" iq the 

.Netherlands, Britain. France and 

Germany. They are trading the. 
equipment, normally without the 
involvement of manufacturers, 
and often with forged documenta- 
tion covering health and safety, 
which, is required fry European 
law- 

- -We are faring a massive case 
of fraud and anti-competitive 
behaviour but so far we have 
been, able to do little about it," 
said one EU official. , . 

The machines have been buQt 
for use in countries in south-east 
AS hL which have less onerous 
health and safety regulations 


than the US and Europe, and do 
not include such features as spe- 
cialised engine override controls 
or proper seat restraints. This 
could pose a danger over difficult 
terrain. 

It is. believed that in the past 
year some 5,000 construction 
machines, out of a total Euro- 
pean market of 85X00, have been 
sold in Europe this way. Accord- 
ing to offi cials, unauthorised 
dealers buy the machines from 
auctions, mainly in tbe Nether- 
lands, and distribute them 
through other “traders", who can 
provide forgeries of the necessary 
safety documentation. 

Teruafri Noda, managing direc- 
tor of the European construction 
equipment division of Komatsu, 
tire Japanese company which is 
the world’s second-biggest maker 
of earth moving machinery and 
has three large European plants, 
said tile importing was “unfair”. 
The unauthorised machines 
could injure plant operators, and 
also passers-by. 

Equipment from Hitachi and 
Eobelco of Japan and Daewoo 
and Samsung of Korea has been 
sold this way. 

The European Commission has 
been unable to make much head- 
way lit tackling the problem 1 
because It lacks powers to take 
action in countries where check- ! 
mg safety documentation is left 1 
to customs or health agencies- 
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TURKISH POLITICS PRIME MINISTER DESIGNATE VOWS TO PRE SS AHEAD WITH ECONOMIC A ND SOCIAL REFORM 

Ecevit asked to form government 


By Leyta Boulton in Ankara 

Bfllent Ecevit, the veteran 
Turkish centre-left leader, 
yesterday vowed to press 
ahead with economic and 
social reform after being 
asked to form a government. 

After a week of 

consultations with the 
country's squabbling 
political parties. StUeyman 
Demirel. Turkish president, 
asked Mr Ecevit, 73. to 
cobble together an 
administration to run the 
country until early elections, 
scheduled for April 18. 


But In a possible hint that 
elections could yet be 
postponed until their legal 
deadline of 2000 , Mr Ecevit 
said “it would be wrong to 
see this government as only 
an election government". 

He said it would continue 
reforming the economy and 
would fight the mafia just 
like the cabinet led by Mesut 
Yilmaz, ousted last week in 
a no-confidence vote over 
corruption allegations. 

In a move likely to cheer 
Turkey's business 
community, Mr Ecevit spoke 
of the need to pass long 


overdue legislation to 
strengthen the banking 
sector at a time when 
emerging markets such as 
Turkey face a squeeze on 
foreign lending. 

Mr Ecevit, who served as 
vice-premier In the previous 
a dminis tration of Mr Yilmaz, 
emerged as the best 
compromise candidate for 
leading a caretaker 
government despite the fact 
that his Democratic Left 
party is only the 
faurth-largest in the 550-seat 
parliament This was mainly 
because the armed forces, 


who have the last say in 
Turkish politics, have made 
it clear they do not want a 
government led by the 
Islamist Virtue party, the 
largest in parliament. 

In addition, the next two 
biggest parties - the centre 
right Motherland and True 
Path parties - were unable 
to agree on who should get 
the top job amid bitter 
personal rivalries between 
their respective leaders: Mr 
Yilmaz and Tansu Ciller. 
Turkey’s first female prime 
minister. 

However, Mr Ecevit said 


A reforming nationalist 


Ecevit backed Yilmaz’ s changes at home 
and has always been a hawk abroad 


By Leyia Boulton in Ankara 

BUlent Ecevit might be 
counted among Turkey’s 
political dinosaurs, but he 
brings to the mission of 
prime minister-designate 
two big strengths: continuity 
and experience. 

The antiquated image is 
evident not only in such 
idiosyncrasies as his refined 
English learned at an elite 
American college in Istan- 
bul. his talent for poetry and 
his old-world manners. The 
73-year-old veteran was 
elected to parliament four 
decades ago and has already 
had two stints as prime min- 
ister - first riding to power 
on a wave of public enthusi- 
asm in the early 1370s. 

But there is something 
here and now about him. 
too. As vice-premier in the 
administration of Mesut Yil- 
maz until it collapsed under 
the weight of corruption alle- 


gations last week, he offers 
continuity. Not only did he 
support the last coalition 
until the bitter end, but all 
the evidence is that be win 
further pursue its economic 
reforms and support its 
army-backed fight against 
organised crime. 

A stockbroker described 
his appointment as "the 
good story the market is 
looking for". Not only would 
it cheer the Turkish busi- 
ness community, but it 
would reassure foreign lend- 
ers and investors at a time 
when Turkey most needs for- 
eign capital to face down the 
double threat of slowing 
growth and a squeeze 
on credit for emerging mar- 
kets. 

There is. of course, no 
guarantee that he will be 
able to form a government, 
even if he is the best com- 
promise choice. His Demo- 
cratic Left party, with 61 


seats in parlMhent, is the 
smallest of any party of 
note. On top of that, he 
wants to include in bis cabi- 
net Mr Yilmaz and Tansu 
Ciller, the leaders of 
the two larger centre-right 
parties, but they detest each 
other. 

On the international front 
he is of a more nationalistic 
bent than Mr Yilmaz. who in 
spite of bis emotional out- 
bursts, was more moderate 
in his actions t han in his 
rhetoric. 

In one of his poems, Mr 
Ecevit had this to say of the 
Greeks. Turkey’s longstand- 
ing foes who are blocking its 
bid to join the European 
Union: . . The wild spirit 

flowing in our veins is the 
same. We have cursed each 
other. But there is still love 
within us." 

But he has always been a 
hawk on Cyprus, ever since 
be ordered the 1974 interven- 
tion by the Turkish armed 
forces to counter a Greek 
Cypriot coup. He did so after 
failing to secure British and 


US action to uphold the sta- 
tus quo on the Island 

Last month, days after the 
European Commission had 
issued a more conciliatory 
report on Turkey’s member- 
ship bid. he called for a 
review of Turkey’s customs 
union with the EU on the 
grounds that the relation- 
ship was turning into a 
one-way street. 

ft is this combination of 
patriotic nationalism with 
reformist rhetoric on the 
economy that would make 
bim a viable longer-term 
prime minis ter in the eyes of 
many should early elections 
planned for April 18 be 
called off. 

“Then with this over- 
whelming support the coun- 
try could decide to wait until 
2000 [the constitutional dead- 
line for the next poll] for 
new elections and tbat 
would bring stability," 
enthuses a senior western 
diplomat. "It’s so reasonable 
and rational It seems 
unlikely - but everyday yon 
are surprised in Turkey." 


he still wanted to try to form 
a government together with; 
those two centre-right 

parties and warned time was 

of the essence in completing 
consultations with party 
leaders. Talks start 
tomorrow. 

Mr Ecevit referred 
obliquely to the foreign 
policy crises facing Turkey, 
the most pressing of which 
is the stand-off over Italy's 
refusal to extradite Abdullah 
Ocal an. leader of the 
Kurdish PKK guerrilla 
group. He indicated that a' 
weak government would 


make Turkey vulnerable to 
pressure from, abroad. “It is 
beneficial to have a 
determined and 

parliament-backed 
government." he said. 

His mention of 
investments by the previous 
government to improve 
energy- supplies could also be 
interpreted as a reference to 
a looming deadline next 
month for a decision on the 
construction of a pipeline to 
transport Caspian oil to 
western markets via Turkey. 

Turiristi feature, Page 14 



UK and France 
to hammer but; 
defence issues 


Buient Ecevit strengths are rontinurty and experience 


By Andrew Parker la Loodon 

Tony Blair. UK prime 
minister, win today seek to 
enlist French support for his 
proposal to give - Europe a 
common defence ca p a b il i ty, 
and pnatisp an agreement on 
enhanced co-operation 
between UK and French mil- 
itary forces. 

At an Anglo-French sum- 
mit, the prime minister will 
seek to resolve differences 
over how a European 
defence arm would be 
accountable to the European 
Union. 

French and British defence 
and foreign minis ters met 
for three hours of talks in 
Paris to prepare for the sum- 
mit yesterday. 

However, the summit In St 
Malo risks being over shad- 
owed by the protracted dis- 
pute over possible harmoni- 
sation of taxes. Oskar 
Lafontaine, Germany's 
finance minis ter, and Domi- 
nique Strauss-Kahn, his 
French counterpart, have 
both voiced support for 
majority voting on tax policy 
In the EU. 

Mr Blair, keen to help 
shape the future direction ol 
Europe despite the UK's 
decision not to join the Euro- 
pean single currency next 
month, is expected to press 
for the abolition of the West- 
ern European Union. 
Europe's embryonic defence 
arm. 

The UK foreign office has 
argued the WEU's military 
role should pass to Nato. 
while political functions 
would be subsumed in a new 
fourth pillar of EU compe- 
tence. 

However, the French have 


historically Savoured placing 
a common defence capability 
in the existing second pillar 
relating to foreign and secu- 
rity policy. 

Mr Blair’s proposal would 
allow Europe, under the 
authority of Nato, to respond 
Independently of the US to 
deploy military forces 
quickly in response to crises 
such as those in Bosnia and 
Kosovo. ' 

The prime minister’s offi- 
cial spokesman said 

Anglo-French co-operation 
on defence would be influen- 
tial because the two coun- 
tries were the only EU "mem- 
ber states with nuclear 
capabilities and seats on the 
UN security council. ' 

“It is widely accepted that 
we pack most of the EU's 
conventional military punch. 
We and the French have 
been looking at achieving a 
stronger and more coherent 
voice on international affairs 
awl combining this with an 
ability to back it up with 
military force if necessary." 

Mr Blair and Jacques Chi- 
rac, French president, are to 
sign letters of intent allow- 
ing UK and French military 
forces to collaborate on cri- 
sis management. There will 
also be agreement on a joint 
military command. 

Separately, the UK and 
French governments will 
announce further diplomatic 
cooperation in Africa. 

There will also be collabo- 
ration on tax measures to 
promote research and devel- 
opment in s mall and medi- 
um-sized businesses, and 
joint action to tackle the 
potential impact of the mil- 
lennium bug on the channel 
tunnel rail link. 
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EXTERNAL REPRESENTATION OF THE EURO-ZONE COUNTRIES 

EU finds a way to 
present the euro-11 


TAX HARMONISATION 


By Michael Smith In Brussels 

With their deal this week an 
how to represent the euro 
beyond the continent, 
European Union countries 
have resolved - among 
themselves at least - the last 
of the big Issues that needed 
resolution before the launch 
of the single currency in 
January. 

Which countries would 
first join the new single 
currency, and a system to 
ensure fiscal discipline have 
long been settled, but the 
politically sensitive issue of 
the euro-zone's external 
representation had been left 
to last. 

On Tuesday. EU finance 
ministers agreed a pact 
which resolved differences 
between large and small 
countries and allowed the 
European Commission, 
which at one stage feared it 
would be marginalised in 
external representation, to 
declare a “good result". 

Now they have to sell their 
plan to other participants in 
organisations such ns the 
Group of Seven most 
industrialised nations and 
the International Monetary 
Fund. That may not be easy. 

The problem is that the 
euro-zone scheme envisages 
finding extra seats at 
international meetings to 
accommodate small 
countries when they hold 
the presidency of the group. 
The US is among countries 
which have made clear they 


feel a larger EU presence 
will make meetings 
unwieldy. 

One solution floated 
among member countries 
last month was to exclude 
the Commission from the 
euro- 11 ‘s diplomatic team. 
The Commission had earlier 
suggested a “trinity" of the 
European Central Bank, the 
president of the euro-11 and 
itself. 

The final communique 

US feels a larger 
EU presence will 
make meetings 
unwieldy 


agreed by finance ministers 
on Tuesday accepts 
participation of the 
Commission at both G7 
meetings and the IMF. but 
also says Us role will be no 
more than to “provide 

assistance" to the euro -11 
president. 

A bigger issue concerned 
which countries should play 
the lead roles at inter- 
national meetings. Of the 
euro-11 only France, 
Germany and Italy are G7 
members. 

They feared their 
authority would be 

weakened if smaller 

countries were also 

represented, while smaller 


countries were adamant they 
should not be excluded. 

Tuesday’s deal envisages a 
place at the table for the 
president of the euro-11. If 
the president comes from a 
non-G7 state, he or she 
would attend in addition to 
representatives of France, 
Germany and Italy. 

However G7 members will 
“for the sake of greater 
continuity" provide support 
for the euro-11 president on 
a rotating basis for a term of 
office of one year. This is 
likely to mean that 
Germany, holder of the EU 
presidency in the first half of 
next year, will assist Finland 
when it assumes the 
presidency in the second 
half of 1999. 

France, president from 
January to July of 2000, 
would provide what some 
are nailing the “grandfather- 
ing" role to Portugal, which 
takes office in the back half 
of that year. 

The US has made no 
comments on the proposed 
solution. 

EU officials hope, 
however, the Americans will 
not want to cause political 
problems for European 
countries ahead of monetary > 
union and will therefore 
agree to a deal which is in 
any case only expected to 
last for a few years. 

Oskar Lafontaine, German 
finance minister, is expected 
to use a trip to Canada and 
the US this week to press the 
EU’s case. 
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Italy seeks to defuse 
dispute over policy 


NEWS DIGEST 


By Janies Bfitz In Rome 

Italy yesterday sought to 
defuse a growing row over 
tax policy among its Euro- 
pean Union partners by 
launching a plan to harmon- 
ise company taxation gradu- 
ally across Europe on the 
basis of consent from all 
member states. 

In an attempt to get agree- 
ment between the UK and 
Germany over EU tax policy. 
Italy launched a plan to cre- 
ate a common system of 
company taxation across 
Europe, leaving it to each 
government to decide the 
rate at which the tax should 
be levied in its own country. 

In an interview with the 
Financial Times. Vincenzo 
Visco. Italy’s finance minis- 
ter. appeared sympathetic to 
British opposition to the cre- 
ation of a minimum rate of 
company taxation across 
Europe, saying such a move 
was “untimely, questionable 
and. above all, hardly feasi- 
ble". 

Mr Visco said calls by 
Oskar Lafontaine, Ger- 


many's finance minister, for 
the setting of a minimum 
rate of company tax had 
been exaggerated by newspa- 
pers. But he argued such a 
move would be “wrong in 
any event because it could 
threaten the entire process 
of EU integration". 

He also showed strong 
support for a statement ear- 
lier this week by Gordon 
Brown. UK finance minister, 
that there was no question 
of adopting a qualified 
majority vote system for tax 
policy. “Any change on tax 
policy needs to be made with 
the unanimous support of all 
states. Mr Visco raid he has 
started to present plans for a 
“common system" of com- 
pany tax and accounting in 
the EU which Italian govern- 
ment officials believe is 
being viewed favourably by 
the UK government. 

Under the plan, the EU 
would develop a company 
taxation system wtth a uni- 
form tax base across all - 
member states. The rate at 
which the common EU tax is 
levied would be left to indi- 


vidual governments to 
decide. The “European com- 
mon system” would co-exist 
alongside established 
national systems of company 
tax. This would allow com- 
panies to decide for them- 
selves which of the two - 
the EU or the national sys- 
tem - to choose. 

Mr Visco believes the 
“common European system" 
would have significant 
accounting benefits in the 
short term for, say, a UK 
company with plant and 
investments in France and 
Germany. “Although a com- 
pany would be paying differ- 
ent rates of the common 
European tax in coun- 
try, its accounting costs 
would be reduced because it 
would be operating under a 1 
uniform tax code," he said. 

Mr Visco argued that 
under his proposal, growing 1 
economic integration in 1 
Europe would gradually lead 
to a common system of tax 
across Europe. “What we 
have to avoid at all costs is a 
system being imposed in 
haste from the top down." 


Plans fall short :===— 
of harmonisation §£|§s= 


By Emma Tucker In Brussels 

In the recent hysteria 
surrounding tax harmonisa- 
tion in the European Union, 
it has been easy to lose sight 
of what is on the table for 
discussion. The proposals 
that have been made are lim- 
ited and fall well short of 
wholesale harmonisation. 

The tax package the Euro- 
pean Commission proposed 
at the end of last year aims 
to iron out distortions to the 
single market created by 
“harmful" tax competition 
between member states. It 
contains three elements. 

First, a voluntary and 
expanding 85-point code of 
conduct on business taxa- 
tion, which commits mem- 
ber states to phasing out tax 
breaks granted to specific 
sectors or regions that lure 
inward investment at tbe 
expense of neighbouring 
countries. 

Second, there is a legisla- 
tive proposal for a minimum 
20 per cent withholding tax 
on income from the savings 
and investments of non-resi- 
dents. At the moment ii of 
the EU’s is member states 
do not tax interest on the 
savings of individuals based 


In other member states - a 
ploy to attract capital How- 
ever. it also means that 
member states lose out on 
valuable revenues. 

The last element is a pro- 
posed law to make it easier 
to transfer interest and roy- 
alties across borders without 
the risk of double taxation. 

That, in spite of some of 
the more lurid stories this 
week. Is as far as current 
activity by the Commission 
extends. On value added tax, 
a minimum rate of 15 per 
cent prevails but there are 
no plans to harmonise rates 
further. 

Nor are excise duties, 
other than those on energy 
products, being tackled. In 
spite of the hugely disparate 
rates of duty charged on 
alcohol and cigarettes, the 
Commission has chosen not 
to pursue earlier proposals 
to bring the rates more into 
line. 

income tax has never been 
on the agenda and is never 
likely to be - a point reiter- 
ated yesterday by Jacques 
Santer, Commission presi- 
dent. This would require EU 
countries to totally redraft 
their social security systems, 
he said. 
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However, there is no rea- 
son why other areas of direct 
taxation - such as corpora- 
tion tax should not one 
day be put np for harmonisa- 
tion. Before the last rewrite 
of the EU treaty, the Com- 
mission proposed extending 
qualified majority voting 
into the tax field - .proposals 
that were shot down by all 
but three member states. 

In spite of this, the Com- 
mission yesterday acknowl- 
edged that it had not given 
up its long-term ambition of 
ending the unanimity rule 
for taxation decisions, a goal 
recently embraced by the 
German and French finance 
ministers. 
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BRUSSELS STEPS UP CORRUPTION FIGHT 

Commission plans new 
independent fraud office 

The European Commission yesterday published plans for a 
rieur independent office to investigate fraud in European 
Union spending, in response to pressure from the Euro- 
pean parliament to step up the fight against corruption. 

Jacques Santer. Commission president, bowed to parlia- 
ment demands in October to set up such a unit, amid 
controversy over alleged fraud in some programmes run 
by foe EU's Brussels' based executive. 

The new office would "complement and reinforce" the 
work of Udaf, the Commission's existing anti-fraud unit 
But foe Commission would have no influence on its con- 
duct Members of the European parliament claimed Uclafs 
ability to investigate Brussels staff was sometimes com- 
promised by its link with the Commission. ; .. 

The new office would cany out both external Investiga- 
tions - Into spending in the EU’s common agricultural pol- 
icy and structural funds - and internal probes into EU 
organisations. A nine-member management board would 
indude six independent experts, two Commission repre- 
sentatives, and one from the Court of Auditors, the EU's 
accounting watchdog. Nefl Buckley, Brussels 

DEUTSCHE POST 


Bonn to approve Postbank sale 

The German government is expected shortly to approve 
the sale of Postbank, the postal savings bank, to Deutsche 
Post, foe acquisitive mail distribution company, In a move 
which would bring a long-running debate about the two 
state-owned institutions full circle. 

The finance ministry Is believed to support foe deal as a 
means of guaranteeing income from the sale of Postbank, 
which had-been earmarked for privatisation by foe previ- 
ous centre-right administration. 

Raising money through an Initial public offering of shares 
is seen as more uncertain due to volatility on foe financial 
markets. 

Opposition parties condemned a sale to Deutsche Post 
as “a move backwards". They claimed the government 
would unravel the original strategy of breaking up foe old 
federal postal service into three parts - telecommunica- 
tions, mail distribution arid banking services. 

Deutsche Post, which is due to be privatised In 2000, 
has long coveted the bank and in T995 launched a bid for 
Postbank which, until now, has successfully defended its 
independence. As well as sharing common roots, the two 
companies have operational ties through Postbank's use 
of Deutsche Post's 15,000 branches. 

Deutsche Post has made several big acquisitions this 
year as part of a drive towards becoming a big European 
mail delivery company. Frederick StOdemarm, Bonn 

NATO EXPANSION 

Netherlands ratifies link 
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ll^ W EBJF^ASgBjECKJWTEnviEW TIGHT FISCAL AND. RELAXED MONETARY POLICIES URGED 


By Wolfgaro Munchau and 
RwtefWi Studsmam in Bonn 


Oskar'- Lafbntaine, the. 
German finance minister 
may be the most visible face 
of Gemany*s new assertive 
economic pollcy.,But Hriaec 
Flassbeck is the true master- 
mind behind the policy shift 
A well .known,.. neo-Keynes- 
ian economist, Mr Flassbeck 
occupies tte key position of 
state secretary' in cha rge ctf 
international economic pol- 
icy. He is Germany’s most 
influential economist today. 

Mr Flassbeck, a Saarlan- 
der like Mr Lafbntaine, has 
even been tipped to succeed 
Hans Tietmeyer as president 
of the Bundesbank, although 
central bankers wonder 
whether the rumours origi- 
nated from Mr Flassbeck's 
friends oir w« enemies. 

hr an interview with the 
Financial Times," his first 
since , coming to Bonn in 
October,. Mr Flassbeck .laid 
out the -German govern- 
ment's, economic policy in 
detail- fie warned of an eco- 
nomic slowdown kj Europe, 
and advocated tight fiscal' 
and relaxed monetary poli- 
cies. He spoke out against 
unfair . tgx competition, in 
Europe, end explained why 
stable ' exchange rates 
between. the euro and other, 
international currencies 
were good for the world 
economy. • 

Speaking from his office In 
Bonn, he said policymakers 
should be prepared, for the 
economic .slowdown In 
Europe as a result of global 
financial turmoil. He warned 
that .Europe should hot 
repeat the mistakes of the 
early and mjtf-i.9906, when 
fiscal and monetary policy 
were badly co-ordinated 
among the European Union 
countries. 

He add EU countries Bad 
made solid progress in defi- 
cit reduction. “From the fis- 
cal side, much is done/ That 
leaves monetary -policy. H we 
have a slowdown of real 
activity - which we are now 

faring apdttt ariffitSnnftTTy . 

we have a undershooting of . 
prices below the -target any : 
known concept of monetary 
policy indicates that these 
are signals far falls in inter- 
est rates and vice versa.” 

But he firmly ' denied • 



Hainer FtasaboOe state secretary h charge at jMaraatfomf economfc pofcy. 


W.V. Brauchtech 


reports that the German gov- 
ernment planned to relax fis- 
cal policy. “Thera has bean a 
big misunderstanding. 1 
never favoured a fiscal pol- 
icy expansion in the first 
round. It is always only as 
an instrument of the very 
last resort." . 

He said moderate wage 
growth trends in the western 
economies would ensure 
that inflation remained low. 
“If. you look act the pS or at 
Europe in the past, you see a 
very strong correlation 
between unit labour costs 
and prices. If unit labour 
costs remain fiat, the danger 
of an outbreak of inflation - 
real inflation not some 
erratic price movement - is 
extremely low. In such a big, 
dosed economy, it is dose to 
zero in my opinion.” 

Mr Flassbeck left no doubt 
that the new German . gov- 
ernment remains a strong 
advocate of stability In the 
value of money. But he. used 
a wider definition of stability 
that inchides bath price and 
- exrhang ft- wita- stability . Eco- 
nomic and monetary union 
in Europe was a gbod exam- 
ple of current? stabilisation^ 
he said: “hi Europe, we have 
learnt the lesson. We are 
dosing the biggest casino. -= 
the. exchange 'market — in 


Europe forever on January 
L” 

If world economic growth 
grinds to a halt, pressure 
grow os Europe to reduce its 
large current account sur- 
plus, and absorb third-coun- 
try exports. "We have the 
alternative between 
exchange rate appreciation 
or more growth In Europe. It 
is quite dear which one is 
the better option. If you 
think of a major apprecia- 
tion of the euro, combined 
with weakening economic, 
growth, that would be disas- 
trous not only for Europe 
but for the US too.” . 

Mr Flassbeck said one of 
the problems of the world 
economy was the “de- 
synchronisation of the eco- 
nomic cycle" between file US 
and Europe. He said It was 
inconsistent for people to 
argue' that Inflation is bad . 
under, any circumstances, 
while at the same advoca- 
ting depredation as a rem- 
edy against asymmetric 
thinks inflation and depre- 
dation' were mirror images, 
he said. 

- “Neither inflation nor 
depreciation is going to help 
one bit It is a really strange . 
split of consdousness that 
people talk about the 
exchange rate as a wonder- 


ful instrument and about 
ir rf hit jn n as the worst filing 
that could possibly happen. 
This is not consistent at alL" 

He played down Anglo- 
German disagreements over 
tax harmonisation, insisting 
that the German govern- 
ment was not proposing the 
adoption of unified tax 
systems. “There are a lot of 
misunderstandings in the 
UK about tax harmonisation. 
We do not say that we can- 
not have different kinds of 
tax systems and different 
structures of tax systems. 
But we should avoid compe- 
tition to improve the attrac- 
tiveness of a certain region 
as a site for inve s tmen t by 
simply cutting tax rates." 

Some observers in Ger- 
many predicted that Messrs 
Lafbntaine and Flassbeck 
would moderate their posi- 
tions once they faced the 
pressures of office. They 
may speak in softer tones 
these days but Mr Flassbeck 
left no doubt that Germany 
supported much closer pol- 
icy coordination that it did 
in the past - among Euro- 
pean governments, between 
governments and the Euro- 
pean Central Bank, and 
within the Group of Seven 
leading industrialised coun- 
tries. 


Nato soldiers capture 
Bosnian Serb general 


By Canton Crarah hi The Hague 
ami Guy Dtanore in BeJgrada 


Nato peacekeepers yesterday 
captured a Bosnian Serb 
general wanted for alleged 
crimes- against h umanity 
during the 1995 occupation 
of the Moslem enclave af 
Srebrenica. . . 

Gen Radislav Krstic was 
on a secret list of indict- 
ments granted by judges of 
the international criminal 
tribunal for the former 
Yugoslavia in The Hague. 

He Is only the fourth par- 
ticipant in the Yugoslav con- 
flict "to have been held as a 
result of a so-called sealed 
indictment, where the 
accused is unaware until his 
arrest that he feces charges. 
He is also armopg thp highest 
ranking suspects to be held. 

' Gen Krstic is believed to 
have played a key role in the 
summer of 1995 when Bos- 
nian Serb forces captured 
the Moslem-held town of Sre- 
brenica, which had been 
declared a UN safe haven. 


Over 7,000 Moslem men are 
still unaccounted for. Wit- 
nesses say many were exe- 
cuted and dumped In mass 
graves, since excavated by 
the war crimes tribunal. 

.In 1995, Gen Krstic was 
under the 

of Gen Ratko Mladic, the for- 
mer chief of the Bosnian 
Serb army, who is also 
wanted in. The Hague. Gen 
Krstic would be in a position 
to clarify what UN prosecu- 
tors believe was a chain of 
command that led from the 
Serbian footsoldiers who 
conducted tbe massacres in 
Srebrenica up to Slobodan 

Milosevic, then president of 
Serbia, in Belgrade. 

Nato sources said the gen- 
eral was seized in tbe east- 
ern sector of Bosnia, an area 
under the control of US 
forces. The general's arrest 
also follows a hardening of 
US policy towards Mr Milos- 
evic, now president of fed- 
eral Yugoslavia. 

A total of 55 people 
involved in the war in for- 


mer Yugoslavia stand pub- 
licly Indicted. International 
arrest warrants have been 
issued for eight, including 
Radovan Karadzic and Gen 
Mladic, tbe tben political 
and military leaders of tbe 
Bosnian Serbs. 

Javier Solasa, Nato sec- 
retary-genera). described 
Gen Kzstic's detention as a 
move which would "contrib- 
ute to the continued consoli- 
dation of the peace in Bosnia 
and Hercegovina". 

Judge Gabrielle Kirk 

McDonald, tribunal presi- 
dent, said it was ready to try 
not only the generals but 
also Mr Karadic. “There is 
so statute of imitations, so 
at some point l believe he 
will be tried." 

The UN judicial entity, 
with a budget this year of 
$849m, had added a second 
and third courtroom to speed 
procedures. Since its estab- 
lishment in 1993 it has 
handed down five sentences, 
of which an but one are in 
appeal. 


Dublin to legislate on 
corporate tax cuts 


By John Murrey Brawn 
In Belfast 


Ireland yesterday signalled it 
would oppose European 
Union interference in domes- 
tic tax policy with Charlie 
McCreevy, finance minister, 
announcing plans to 
enshrine future corporation 
tax cuts in legislation. 

• Tbe move, announced as 
part of tbe 1999-2000 budget, 
represents a pre-emptive 
strike by the Irish, who are 
concerned that the Germans 
and other member states 
opposed to “tax dumping” 
wffl seek to unravel Dublin’s 
bilateral tax deal struck with 
the E ur opean Commission in 
July. 

Mr McCreevy said stan- 
dard corporate tax. currently 
at 32 per cent, would be 
reduced to 28 per cent mid In 
equivalent amoun ts in each 
of the subsequent four years 


to reach 12J» per cent by 
2003. He said he was legislat- 
ing for future tax cuts in the 
1999 finance bill “in order to 
provide certainty for the 
business sector". 

Ireland has a 10 per cent 
preferential tax rate for man- 
ufacturing and financial ser- 
vices and has agreed with 
the Commission to adopt a 
common 12JS per cent rate 
by 2008. 

But Dublin has been one 
Of the wiatn targpt c of the 
new German government’s 
assault on unfair tax compe- 
tition within the EU. 

Ignoring hints from the 
European Central Bank, Mr 
McCreevy announced an 
expansionary budget, with 
current spending up 4 per 
cent and capital spending 
increased by 30 per cent. 

Earlier this week. Wixa 
Dthsenberg. ECB chairman, 
said If the Irish are “afraid of 


overheating, and I know 
they realise that and they 
can no longer use monetary 
policy to correct that they 
will have to resort to other 
policies". 

Michael Noonan, finance 
spokesman of the Fine Gael 
opposition party, warned the 
government it was “steering 
a very dangerous course, 
steering an economy which 
is already moving like a 
bush fire”. 

With tax receipts at record 
levels. Mr McCreevy was 
able to announce the first 
ever surplus to increase cur- 
rent spending by 4 per cent 
to igg.s hn ($3.3bn). Capital 
spending is increased to 
I£1.4bn, leaving a general 
government surplus of 1.7 
per cent of gross national 
product. While income tax 
remains unchanged, the 
minister announced a tax 
relief package of I£5Slm. 


IMF gives 
glimmer 
of hope 
to Russia 


By Andrew Jack 

and Carfotta 6aS in Moscow 

The head of the 
International Monetary 
Fund yesterday held out the 
hope of new financial aid for 

Russia early next year, after 

two days of crisis folks in 
Moscow with top govern- 
ment officials. 

At the end of a meeting 
with Yevgeny Primakov, the 
Russian prime minister, 
Michel Camdessus said; “1 
salute the efforts of the gov- 
ernment. 1 am certain we 
will be able in the next fen- 
weeks and months to arrive 
at very solid arrangements." 
Hr went on to say that "the 
government is on the right 
track". 

His comments follow 
warnings by Russian minis- 
ters m the last few days of 
the risk of hyperinflation 
triggered by printing money 
to fill the budget deficit if 
the country failed to reach 
agreement for new support 
from the IMF and othpr 
international organisations. 

Mr Primakov is believed to 
have requested a personal 
meeting with Mr Camdessus 
after frustration with what 
ho considered excessive 
demands made by members 
of an IMF technical mission 
last month. The IMF has 
held back on providing a 
tobn Icon due to be paid in 
September as part of a 
SiS.ibn emergency package 
agreed in July, in response 
to concern over the new gov- 
ernment’s commitment to 
adequate fiscal and budget- 
ary reform. A further sum 
was due to be provided this 
month and the remainder 
during 1999. 

Augusto Lopez-Carlos, a 
senior economist with Leh- 
man Brothers in London, 
estimated yesterday that 
Russia needed $4bn-$5bn in 
financial support next year 
both to finance repayments 
due on its existing IMF 
loans, and to provide the 
organisation's "seal of 
approval" which would open 
the way to renegotiating its 
other international debts in 
an orderly fashion. 
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Sharp LCDs Offer You a Window 
to Today's New Digital World 


Sharp utilizes its advanced LCD technology to create unique products designed to 
help you get tbe most out of the communications revolution . 

Sharp's LCD products offer ease-of-use for multimedia and digital-network applications . 
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ASIA-PACIFIC 


China, US 
at odds over 
arrest of 
top dissident 


By James Kynge in Bajtng 

Discord between the US and 
China flared yesterday over 
the detention of Xu WenJJ, a 
veteran Chinese dissident 
who has led attempts to 
establish China's first oppo- 
sition party. 

Beijing called on foreign 
countries not to interfere in 
its internal affairs, in a clear 
reference to Washington, 
which earlier criticised Mr 
Xu's detention. “We view his 
detention for peacefully 
exercising fundamental 
freedoms guaranteed by 
international human rights 
instruments as a serious 
step in the wrong direction.” 
said James Rubin, spokes- 
man for the US State Depart- 
ment. 

China's foreign ministry 
suggested that Mr Xu, who 
has been detained several 
times this year only to be 
released later, might be for- 


mally charged. “Xu Wenli is 
suspected of activities which 
have harmed national secu- 
rity and his acts have 
violated relevant criminal 
codes of the People’s Repub- 
lic of China,” the ministry 
said. 

The disagreement between 
the US and China on human 
rights stands in contrast to 
the optimism of just two 
months ago. when China 
signed the United Nations 
covenant on civil and politi- 
cal rights. It is also another 
irritant in a bilateral rela- 
tionship which has deterio- 
rated markedly since Presi- 
dent Bill Clinton's successful 
visit to China in the sum- 
mer. 

Other areas of friction 
include US concern over Chi- 
na's growing trade surplus, 
and a perception in Wash- 
ington that Beijing has 
recently erected several 
impediments to US compa- 



Xu Wenfi outside his home hi Beipng: his arrest has angered Washington 


nies in China's marketplace. 

The detention of Mr Xu as 
part of a nationwide 
round-up of the office hold- 
ers of the Chinese Demo- 
cratic party on Monday also 
appeared to signal the start 
of a tougher line on political 
activism. China has permit- 
ted an unusual level of 


debate this year on demo- 
cratic reforms, while thwart- 
ing any attempt to set up 
opposition parties. Now it 
seems that Beijing’s toler- 
ance for dissenting voices 
may be running out. 

The round-up of Mr Xu 
and 10 other democracy 
activists has stirred indigna- 


tion among other dissidents. 
Nearly 200 issued a letter 
appealing for the release of 
Mr Xu and two other impor- 
tant party members, Qin 
Yongmin and Wang Youcai. 
Mr Xu. 55. was the party cell 
chief in Beijing and Tianjin, 
a northern port city. Mr Qin 
was detained in Wuhan, on 


AP 


charges of plotting to over 
throw the state. 

The Information Centre of 
Human Rights and Democ- 
racy in China, a Hong Kong 
based organisation, said 17 
activists would go on hunger 
strike in various parts of the 
country to protest against 
the detentions. 


Public faith 
wanes in HK 
civil service 


By Louise Lucas in Hong Kong 

Hong Kong's civil service, a 
cornerstone of stability dur- 
ing the territory's return 
from British rule to Chinese 
sovereignty last year, is com- 
ing under attack with sur- 
veys showing waning public 
confidence in the body. 

Criticism is coming from 
all quarters, including inside 
the service itself. The gov- 
ernment's auditor, in a hefty 
set of reports late last 
month, charged some depart- 
ments with malingering, 
inefficiency and mismanage- 
ment. 

Checks on staff found that 
almost half of the 85 water 
meter readers turned up for 
work after their official start 
time, and seven bad lied in 
clocking on. Adding elon- 
gated breaks and early fin- 
ishes. the average employee 
worked a 4'i-hour day. 
Malingerers were also 
uncovered in the census and 
statistics and government 
supplies departments. 

While these represent a 
small part of the 180.000- 
strong service, public out- 
rage has been sharpened by 
its immunity from recession. 

Unemployment in Hong 
Kong is at a 17-year high of 
5.3 per cent, but civil ser- 
vants have held on to their 
"iron rice-bmvls", or jobs for 
life. Pay cuts affecting 
investment bankers, middle 
managers and shop assis- 
tants are not on the agenda. 

This has rankled with a 
number of business chiefs, 
who would like to see the 
government take the lead in 
pay and staff cuts. A limp 
precedent was set by Hong- 
kong Telecom, one of the 
biggest private employers: it 
proposed a 10 per cent pay 
cut but then backed down. 

The government has set 
each department a target of 
5 per cent productivity 
improvements over three 
years, "They recognise the 
need to change, and change 
very significantly, and they 
an? serious about it.” says 
Nigel Knight, partner at 
PrireVVaterhouseCoopcr with 
responsibility for public sec- 
tor consultancy \n Asia. 


Such changes could see 
greater private sector 
involvement, through priva- 
tisation of public services 
and more outsourcing, and a 
revamp of the human 
resources management to 
create a more streamlined 
and less bureaucratic body. 

The public is also increas- 
ingly disenchanted with the 
civil service. Confidence was 
most recently dented b; rev- 
elations that Andrew Leung, 
director of social welfare, 
detoured to London on a 
first class air ticket on the 
way to a seminar in IsraeL 
Mr Leung has offered to 
repay the difference, but the 

Departments have 
been accused of 
malingering, 
inefficiency and 
mismanagement 


integrity of senior officials 
remains tarnished. 

The Hong Kong Transition 
Report, an ongoing survey 
conducted by three universi- 
ties. found that the rates of 
satisfaction with top govern- 
ment officials bad slumped 
during the year. 

Even Anson Chan, who 
heads tbe civil service and 
remains Hong Kong's most 
popular official, scored lower 
than the mainland's two top 
leaders - a result few would 
have predicted before the 
handover, when the biggest 
fear was interference from 
Beijing. 

Newman Lam. who 
worked on the project, 
points to issues ranging 
from the audit to tbe govern- 
ment's handling of the finan- 
cial crisis. 

In August and September, 
the government intervened 
in the stock market and 
began enforcing a stock mar- 
ket rule only cursorily 
observed, catching many 
investors short. 

“These are not the things 
that instil a lot of confidence 
in the government," he says. 


Futures foray 
leads to profit 


By Louise Lucas 


The Hong Kong government 
made a profit of some 
HK$350m (US$45.2m) from 
its purchases of futures and 
options contracts, it was 
revealed yesterday. 

The purchases were made 
when the government 
launched its unprecedented 
foray into the stock market 
in August. spending 
HKSilS.ibn on shares. 

While it has subsequently 
disclosed the make-up and 
cost of its share portfolio, no 
details were given about 
futures purchases, though 
later it admitted buying 
some 43.000 futures and 
options contracts. 

All positions have since 
been closed, netting a profit 
of HKS350m. The biggest 
holding was in August HSI 
futures, of which the govern- 
ment bought 36,935. 

The futures market was in 
the spotlight during August 
for its integral role in the 
speculators' “double play". 
By attacking the currency, 
which invariably sent the 
stock market lower, specula- 
tors were able to profit from 
futures positions which bet 


on a lower close on the 
benchmark Hang Seng 
Index. 

The government sought to 
frustrate this ploy by shor- 
ing up the stock market, 
while higher interest rates - 
automatically triggered by 
Hong Kong dollar weakness 
under the currency board 
mechanism which pegs it to 
the US dollar - raised tbe 
cost of borrowing. 

• China's planned securi- 
ties law would ban banks 
from trading on tbe securi- 
ties market, the official 
Shanghai Securities News 
said yesterday. Renters 
reports from Shanghai. 

The Asian financial crisis 
had shown the wisdom of 
barring banks from trading 
in securities, the newspaper 
quoted China's parliamen- 
tary chief Li Peng as saying. 

“There will be unfair com- 
petition if banks participate 
in trading on the securities 
market because banks have 
large amounts of money 
while retail investors’ funds 
are limited,” he said. Law- 
makers had agreed China's 
fledgling markets were not 
yet ready for securities' 
futures trading, he said. 


Tamil Tigers’ 
offer welcomed 


By Mark Nfcbolson in few Delhi 

A senior Sri Lankan 
minister has welcomed as 
“promising” the offer of 
mediated talks made last 
week by V. Prabhakaran, 
leader of the Liberation 
Tigers of T amil Eelam, the 
guerrilla force against which 
tbe Sri Lankan army is fight- 
ing in the island's 
north-east 

G.L. Peiris, Sri Lanka’s 
minister of justioe and con- 
stitutional affairs, said in 
New Delhi that tbe Sri Lan- 
kan government was willing 
to talk with the Tamil 
Tigers and would not 
insist on a Tiger ceasefire 
first. 

But while Mr Peiris said 
the government would wel- 
come a third country as a 
“facilitator” to such talks. It 
rejected Mr Prabhakaran’s 
call for third-party “media- 
tion". 

“The gap appears to be 
between mediation and facil- 
itation." he declared, adding 
that agreeing some common 
formula for third-party help 
might not be “unbridgeable". 
Several countries, including 
the UK. have offered their 


“good offices" to help solve 
the island's conflict 

The People’s Alliance gov- 
ernment of Cbandrika 
Kumaratunga opened talks 
with the Tamil Tigers soon 
after taking office in 1994, 
but negotiations broke down 
the next year. 

The government has 
tabled a revised constitution 
to address the Tamil minori- 
ty’s grievances, but failed to 
win opposition party sup* 
port 

• Sri Lanka's ethnic war 
has made the economy in its 
northern province shrink, 
puffing down the country's 
overall growth rate, the 
United Nations Development 
Programme says. Reuters 
reports from Colombo. 

In its National Human 
Development Report on Sri 
Lanka, released yesterday, 
the UNDP said the conflict 
cost the economy at least 1 
per cent growth a year. 

“The size of the overall 
economy of the northern 
province shrank from $350m 
in 1990 to $250m in 1995," the 
report said. “This repre- 
sented a negative annual 
average growth of 6.2 per 
cent per year." 


Anwar driver 
claims he was 
sexual ‘slave’ 


By Sheila McNulty in Kuala 
Lumpur 


A former chauffeur of 
Anwar Ibrahim testified yes- 
terday that he had been the 
“homosexual slave" of the 
former Malaysian deputy 
prime minister. It was the 
most damaging testimony to 
date in the trial of the man 
who had been chosen to one 
day lead Malaysia. 

In the name of Allah, 
Azizan Abu Bakar told the 
court. he stood by 
everything he had said in a 
sworn statement in 1997. 
when Mr Anwar was still in 
power. 

Mr Azizan had previously 
retracted the allegations, but 
police officers have testified 
that they pressed him to do 
so on orders from Mr Anwar. 

"I have become a victim of 
homosexnal acts by 
Anwar.. .This heinous act 
was committed several times 
in 1992 against my wifl-Jt 
regularly took place in 
luxury hotels ... without tbe 
knowledge of the public and 
his wife," said Mr Azizan, 
who drove for Mr Anwar’s 
wife. Wan Azizah Wan 
Ismail, and family from 1989 
through 1992. 

“I had on several 
occasions tried to resist. His 
chronic behaviour caused 
me great mental stress. Tbe 
feeling of guilt finally 
overcame me whenever I 
had to gaze on Azizah, who 
had such high moral 
character. Finally l made the 
decision to stop being a 
homosexual slave to this 
wart, Anwar Ibrahim, whom 
I regard as an animal ." 

Witnesses in the court said 
Mr Anwar, who has 
repeatedly gestured to 
reporters and his family 


during the trial, did not 
react during the testimony. 

■ Mr Anwar is accused of 
five charges of sexual 
misconduct and five related 
charges of abuse of power. 
He denies all of them, 
claiming they are part of a 
political conspiracy to 
prevent him from 
challenging the 1 7-year rule 
of the prime minister, 
Mahathir Mohamad. 

Thousands of Malaysians 
have reacted to the charges 
against Mr Anwar by taking 
to the streets in 
unprecedented 
demonstrations calling Tor 
justice and an end to Dr 
Mahathir's rule. Although 
the street protests have all 
but subsided under 
sometimes violent police 
pressure, the case has 
divided the nation and split 
the ruling UMNO party. 

Mr Anwar was detained 
incommunicado for nine 
days and then emerged 
bruised and with a black 
eye, alleging police brutality, 
while one intelligence officer 
has admitted he might lie 
under oath if instructed to 
do so by his superiors. 

Although two other men 
have pleaded guilty to 
allowing Mr Anwar to 
sodomise them, their 
families have attempted to 
appeal. The wife of one of 
the men alleges her husband 
was forced to make the 
charges. 

Mr Azizan insisted he 
spoke of bis own accord: “l 
made this statement 
voluntarily without any 
form of prompting, urging or 
pressure from any party. 

“Everything is true, for 
the sake of the community, 
the nation. Amen.“ Mr 
Azizan said. 


India tourism ‘could 
develop 8m jobs’ 


By Elizabeth Robinson 
in London 

Travel and tourism in India 
could create 8m jobs and 
account for 12 per cent of the 
country's exports by 2010 if 
the country Implements a 
long-term strategy. 

This aim was set out by 
Geoffiey Lipman, president 
of the World Tra vel a nd 
Tourism Council (WTTC), 
the business leaders’ forum, 
when speaking at the World 
Economic Forum in New 
Delhi. 

Travel and tourism 
already accounted for 10 per 
cent of India's exports and 


these activities were grow- 
ing faster than the world 
average, Mr Lipman 
declared. 

A WTTC study had found 
that the industry's contribu- 
tion to exports was expected 
to grow from Rs230bn 
<*54bn) to Rsl.SOOtm by the 
year 2010. 

"This is not a leisure pur- 
suit of the elite, it is a busi- 
ness that drives economies 
and changes societies for the 
better." Mr lipman added. 

He called on India to 
involve the private sector, in 
order to focus on training, 
developing infrastructure 
and liberalising airlines. 


Japan’s finance watchdog starts to sharpen up its teeth 


The supervisory agency has infuriated many banks and one of 
them, Nippon Credit Bank, has threatened legal action. But the 
agency’s biggest test could come soon, writes Gillian Tett 


N ippon Credit Bank has 
been so incensed with 
the way Japan's Finan- 
cial Supervisory Agency 
CFSA) has been implement- 
ing a banking inspection 
that it has threatened legal 
action. 

The bank has yet to act on 
its threat, which is similar to 
one made by Long Term 
Credit Bank of Japan earlier 
this year but dropped when 
the bank was nationalised. 

NCB’s threat is striking. 
Japanese regulators have 
traditionally enjoyed cosy 
relations with tbe banks 
they monitored. Conse- 
quently, the battle has now 
left some observers wonder- 
ing if the watchdog might be 
finally preparing to use its 
teeth. 


If so, this might surprise 
many western investors. For 
when the FSA was founded 
six months ago. it appeared 
to epitomise some of tbe 
worst aspects of Japan's poli- 
cy-making process. 

The decision to create the 
FSA, for example, was taken 
only after it emerged that 
the finance ministry had 
become involved in a scan- 
dal with the banks it was 
supposed to be regulating. 

At the time, the govern- 
ment claimed that creating 
the FSA would shake off the 
problem by creating a truly 
“independent" regulator In 
Japan for the first time. 

But this claim was under- 
mined when it emerged that 
the FSA would be located in 
a ministry annexe and 


largely staffed by former 
ministry bureaucrats. Mar- 
ket confidence was farther 
dented when the FSA launch 
was delayed by a battle over 
who would head it 

By last spring, tbe institu- 
tion seemed in such chaos 
that European banks issued 
a statement warning that 
FSA problems could under- 
mine “Big Bang” deregu- 
lation moves. But since then, 
tbe FSA has started to find 
its feet It has hired about 
400 staff, moved to a new 
office, and embarked on a 
series of bank inspections. 

It has drawn up new 
guidelines for bank report- 
ing and accounting stan- 
dards. and is turning its 
attention to other “trouble 
spots" in Japan’s financial 


world, such as the insurance 
sector. The FSA angered 
many private banks by 
insisting that next spring 
they report bad loans at sub- 
sidiaries. Jt has provoked 
dismay by devising new 
“bad loan" standards. But its 
biggest test could come soon. 

The agency is now com- 
pleting an inspection It 
started in August into the 
top 19 banks. These results 
will be critical in implement- 
ing the government’s plan to 
inject up to Y25,000bn 
($204bn) of public funds into 
the banks’ capital base. 

The FSA, like the ministry 
of finance and Bank of 
Japan, believes that a large 
fund injection is needed to 
force the banks to write off 
their pile of bad loans. All 
three institutions want this 
to be part of broader 
restructuring that would 
remove the weak hanks from 
the system through mergers 


or nationalisations. This 
vision has utterly appalled 
the weak banks. 

They have been shocked 
by the treatment of the for- 
mer management of Long 
Term Credit Bank. Conse- 
quently. tbe banks have indi- 
cated they will apply for 
only Y5,000bn of funds, 
partly because they do want 
to expose themselves to 
more restructuring demands. 

The FSA inspection could 
yet prove a crucial weapon 
in this fight. For the FSA’s 
new powers give it the right 
to punish any bank which 
does not meet capital ade- 
quacy standards - as mea- 
sured by tbe FSA. 

So far, tbe FSA is still 
using this power gingerly. It 
claims, for example, that the 
top 19 banks have only mls- 
classified their loans by 
between YS.OOObn and 
Y10,000bn (*41bn-$82bn) out 
of the YSO.ooobn problem 


loans held by these bank 
(and Y87.Q0Qbn in the entin 
financial sector). 

Though three banks wen 
found to have particular 
problems, reporting stan 
dards of at least 10 wen 
deemed good. But potentia 
□ash points remain. 

NCB, for example, is 
scrambling to find a merger 
partner. None bas yei 
appeared. Meanwhile. NCI 
is one of the few Japanese 
banks that have not prom 
Ised to apply for public 
funds, even though problem 
loans account for 40 per cent 
of its lending. 

“We are entering a perioc 
of sink or swim for Japanese 
banks. I think NCB will find 
it difficult to swim," argues 
James Fiorillo. analyst at 
ING Barings. Or, as an ana - 
lyst at a large US bank adds: 
“The market consensus is 
that the government will 
have to act soon on NCB." 
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THE AMERICAS 


EjtTRADmOljL DEBATC S ENERALIS. COMPATRIOTS WANT HIM TRIED, ACCORDING TO FIRST POLL SINCE HIS ARREST 



l By taogtti Mark fa Santiago 


Ad overwhelming maj ority 
of Chileans believe General 

Aogusto PiMchet-aamnltted 
genocide. torture and hos- 
tage-taking. In the first 
national opinion poll t 
In Chile since the former dic- 
tator was arrested In London 
In mid-October, 64 per } t 
said he was guilty, and only 
16 per cent innocent, 

A solid majority, 57 per 
cent, were in favour of a 
trial if the general was 
returned to Chifa and 66 per 
cent did not believe chn«m 
democracy was In danger. • 

The door-to-door poQ was 
carried out by tbe Chilean 
franchise of Mori, the inter- 
national polling agency, as 
part of its regular naH^not 
survey. 

This was the first time, 
according to Marta Lagos, 


Mori director, that it had 
ever framed such direct 
questions abort Gen Pino- 
chet’s role Is the human 
rights abuses -committed 
during his 17 yean in power. 

The reason, of course, is 
that for the first time «rfT>r» 

- he took power. in -1978 the 
former dictator is powerless 
and away bum Chile. He is 
m detention- m. Britain, fac- 
ing extradition . to Spain to 
stand trial for acta of to r ture 
and hostage-taking,. 

Before the general's arrest 
last month, Ms tu g m ; says, 
“no one wanted to talk about - 
human rights. Last week we 
ran some focus groups and 
we couldn’t get people off 
the subject-" 

Tbe. latest ftmWng* throw 
up same interesting statis- 
tics. Asked whether it was 
"a. good or a bad- tiring that 
Pinochet lbs been detained”. 


44 per cent said it was good, 
but 4fi> per cent said bad. 

Ids Lagos thinks - the 
majority Seating against- is 'a 
nationalist sentiment of 
offence that foreign powers, 
Britain ftwd Sp?dn,-h^intazv ' 
vening th Chile's ’internal. 


Other, .smaller opinion 
polls over the past month 
have found that more than 
50. per emit of Chileans think 
Gen. Pinochet should he. 
judged in Chile, not abroad, 
and this is the position 
strongly held, by the Chilean 
government and the right- 
wing opposition. 

One other conclusion, 
according to Ms Lagos, is 
that “this is an issue of the 
establishment. It’s not one 
that moves the mass or 
people". Asked, "How does 
Pinochet's detention affect 
you and yortfemfiS?".71 per 

. . - ‘ * . C ’ ? - 


cent esntsaid “Sot at aH" A 
mare 6 pfer cent said it made 
them happy, i per cent were 

sad, and 2 per cent angry. 

IMs helps explain foe lack 
of mass reaction to the UK 
House of Lords' ruling last 
week which cleared the way 
for the general's extradition 
pen d ing a final decision by 
tbe British Home Office. 
There have been only two 
organised demonstrations, 
one by his supporters,- the 
other by Us opponents, 
since the general : was 
arrpsted. Thera have been 
thrusts and rumours ’ of 
reprisals, and a spate of 

hnmh scares anri hate mall 
to British Spanish dtplo- 

mntg 

But so far them has been 
Tutfi^n g more to*** ritual 
flii g -t fflpihup , «mf,u . demon- 
strations a™* vigils outside 
the British and Spanish 


embassy r e s i den c es, and is 
recant days some brief tit-ins 
on the highways out of Sant- 
iago by 20 or 30 of the gener- 
al’s supporters, mostly 
women. . 

: In a separate section of the 
survey, the Mori team tested 
tbe ftrcpact of the on 

. voter intentions - nhfla has 
presidential elections nest 
December — and found they 
were virtually unchanged by 
the Pinochet case. 

The leftwing presidential 
hopeful, Ricardo Lagos, is 
atffl well ahead, with 32 per 
cent of voter preference, fid- 
lowed by the rightwing Joa- 
quin Larin with 15 per cent. 
Of the two centre, and less 
charismatic, candidates, 
Andres Zaldlvar for the 
Christian Democrats takes 
10 per cent of votes, and 
Sebastian Pttera, a business- 
man, 3 per cent 


Nowhere for a dictator to hide in the global village 


Globalisation extends to human rights Issues too - and other former leaders should 
take note. Stephen Fidler sees the US relieved it will not decide Pinochet’s future 


A s General Augusto Pino- 
chet waits in the Surrey 
countryside for a deci- 
sion by a British politician 
an whether he can be extra- 
dited to Spain to face trial,' 
Washington has come down 
firmly on neither side of the 
controversy. 

■ The US reaction so for has 
constituted "fence strad- 
dling"; a US official ^ admitted 
this week, reflecting what he 
said was an Internal debate 
within the administration 
about how Washington 
ahiy uid react to the case. 

Washington, has con- 
demned the human rights 
abuses of the Pinochet era - 
but said that the views of 
the Chilean government, 
which wantB the general 
returned home, should ,be_ 
listened to. _ 

This week; the -State'. 
Department announced It 
would declassify US docu- 
ments that* shed light on. 
abuses by his. government. 
But - reelecting tbe debate 
inside the administration ~ 
it has refrained from giving 
an opinion on the UK House 
of Lords’ ruling that the gen- 
eral was notj.entttled to -sov- 


ereign hnmrmity fog- h nwim 
rights crimes. 

The case has created an 
obvious tHTamma for Wash- 
ington. "On the (me the 
US has very close relations 
with Chile - and owes it 
something because it-coold 
not bring it into the North 
Americas Free Trade Agree- 
ment as promised — »nd sup- 
ported the whole approach 
taken by Chile to its demo- 
cratic transition," peter 

Hakim, president of the 
InterAmertcan Dialogue, a 
Washing ton think tank. . 

“On the other, there are 
the Trnm«n rights consider- 
ations, particularly when 
there is so orach pressure 
from human rights groups 
around the world." 

The delicacy of the human 
rights issues are. further 
hrf ghtwntyi by the fact that 
one act of violehce'perpe- 
trated by the Pinochet 
regime took place in Wash- 
ington's Embassy row: the 
1976 car bombing and mur- 
der of Oriando. Letcher, an 
exiled former Socialist cabi- 
net minister, and his US 
assistant, Ronnie Moffilt. 

No evidence has been . 


found fl»kfag Gen Pinochet 
directly with the murders, 
but th* intelligence chief, 
Manuel Contreras, has been’ 
sentenced in Chile for his 
xtde. 

At the heart of Washing- 
ton's dilemma to a question 

tirfrig awlrari by gw wm nMik 

in capitals around the world 
following last week's ruling: 
What does this decision 
mean for ns? 

At its most extrema, one 
consequence is that current 
and former US nffiriain could 
find themselves pursued 
through foreign courts for 
their actions while in office: 

Pnnnld Ruflgnn ’n b nrnhtng of 

Libya, or Bill Clinton's of 
Sudan wrvi Afghanistan, for 
example. . . 

The rating also bas poten- 
tial implications for all coun- 
tries when a transition to 
democracy hag ta ken place, 
such as South Africa and 
most of Latin America. - 

It could also potentially 
Inhibit fhtrmt h wwMftffii , for 
example in Cuba, and raises 
questions about whether the 
1995 Dayton peace accord on 
Bosnia — which brought Ser- 
bian president Slobodan Mil- 


osevic and toe Bosnian Serb 
leader. Radovan Karadzic, to 
toe US - could have taken 
place if they feared they 
could end up in US co ur t s . 

Moreover, it raises the pos- 
sibility that human rights 
cases against foreigners win 
be pursued in an ad hoc 
fashion around the world, 
most often In countries 
Which have least at stake In 
any resulting controversy. 

A ccording to Bernard 
Aronson, an assistant 
US secretory of state fin- 
inter- American affairs from 
1968 to 1993: “I think the 
whole issue points to a large 

gap In interrmHnnal law that 

has to be filled.” That sug- 
gests the ruling has 
strengthened the case for an 
international court on 
human rights, a creation 
that the US has In the past 
resisted. 

. Mr Aronson says the Pino- 
chet case should not be 
viewed as an Isolated inci- 
dent “Its part a f a mnch 
broader trend of globalisa- 
tion that's not only eco- 
nomic but also covers issues 
such as the environment. 


T-nirpflw rights, workers' stan- 
dards and workers’ rights. 
This case is happening in 
toe transition period where 
we haven’t gone for enough 
In confronting these issues.” 

Whatever, the long term 
consequences, Gen Pino- 
chet's immediate fate is in 
the hands of Jack Straw, the 
UK home secretary Anterior 
minister). ffli« decision is one 
officials in Washington say 
they they are pleased they 
do not have. 

Mr Hakim says toe ball Is 
now In the Chilean court. 
With the Chilean govern- 
ment no longer able to argue 
sovereign Immunity, it will 
have to demonstrate to Mr 
Straw that If the general 
returns home, things will 
not stay the same. 

Many doubt that the gen- 
eral can be effectively tried 
in nhiia, and stone fear the 
effects on Chilean society if 
thl« happens. 

Mr Hakim says it may be 
tirna to extend the work of 
the country’s Troth and Rec- 
onciliation Commission, 
which detailed human rights 
abuses and their victims in a 
1991 report. It never named 
the perpetrators. 

Mr Haw™ says now may 
the time for that to happen. 



Reagane could he be tried for bombing Libya? 



Wall Street 


By John laUte ta Mwr York 

Tbe two-year fight to keep 
the .New- York; Stock 
Exchange on WaB Street is 
expected to be . resolved 
today as 26 NYSE hoard 
members vote on the latest 
proposals ; made by. New 
Yoirk. City foahstato antoosfc 
ties. 

Tbe NYSE has long saicUt - 
has outgrown its trading , 
-space in Its historic home in', 
lower Manhattan. An aggres- 


sive pujto for more domestic 
and foreign listings is addfog 
more pressure . for the 
exchange to add to. its 
already cramped trading, 
floor operations- . 

The attempt to keep the 
NYSE in Manhattan is con- 
sidered vital for the tax xeve- 
-ianaathe exchasgugeiierittes 
and local prestige. : 

Both city and NYSE ofB- 
dafo were tight-lipped yes- 
tarday -aboiri-foe likely deefc 
sLon, with the NYSE saying 


'ft 'had not yet made up its 
•mind. Tbe favoured proposal 
is believed to include an 
• expansion or move by the 
•exchange ton block of -build- 
fogs across the street from 
11 WtiH Street to number 23, 
■ a building that once housed 
J.P. Morgan. L . ... 

*. fofifcnot clefflr whtohex toe 
NYSE would abandon the 
lding.it -has .traded in 
1993 or move its entire 
operations to a new high-rise 
complex. . ... . . 


Trading cm Wall Street 
date s hack to the 1790s, and 
the NYSE's original trading 
bnilding was located at 40 
Wall Street 

. The forest to leave Man- 
hattan for New Jersey setoff 
a round of intense negotia- 
tions in the spring, resulting 
in what has been called toe 
largest subsidy offer in New 
Yqpfc City history, at some 
H6foh. The other New York 
plain said to be still under 
consideration, is a move to 


Battery Park City, off Wall 
Street but still in lower Man- 
hattan. 

Until recently the NYSE 
appeared likely to move 
from, its historic Wall Street 
address either across or out 
of town. 

Owners of property near 
the NYSE’s current Wall 
Street address ware said to 
be unwHhng to sell out, forc- 
ing government offtHafa to 
try a more aggressive 
approach. 


A move to Battery Paris 
would involve toe construc- 
tion of a new headquarters 
and trading building. 
Throughout the negotia- 
tions. toe NYSE has said it 
considers a move to nearby 
New Jersey a possibility, 
creating an effective bar- 
gaining tool against the city 
and state. 

The NYSE decision will 
come at a time of growing 
consolidation in US 
e x chan g es. 


The second largest 
exchange market, the 
National Association •_ of 
Securities Dealers. Is consid- 
ering a new New York City 
headquarters, and is expec- 
ted to move to a rite in mid- 
town near Times Square. 

The Nasd, which regulates 
the Nasdaq market and 
recently merged with the 
American Stock Exchange 
and toe Philadelphia Stock 
Exchange, is currently based 
in Washington DC. 


Changes 
in SEC 
rules 
approved 

By John L abate oh! Agencies - - 
in Hew York 

The US Securities and 
Exchange Commission yes- 
terday approved Its most 
far-reaching chanties t‘> its 
regulatory framework hi 

decades, designed in keep 

pace with rapid changes it: 
trading teelinoiegy. . 

At the centre nf yester- 
day's rulings are changes ip 
the regulation of "aJIer na- 
tive" trading s> steins The? 
will be required to register 
either ns eM-Uauuus or as 
broker-dealers with the SEC. 

Such systems, which 
account fur as much .is Uv 
per cent nf transactions ir 
Nasdaq- traded stocks and i 
per cent uf all trades in Uh- 
l’S markets, have hn-n 
required to register .is bro- 
ker-dealers, having their 
trading operations regulated 
by one of the tr.ulilion.il I'S 
exchanges. 

Under the new rub*-, 
adopted in a unanimous a-u 
vote, the SEC wts the Ir.ui 
ing systems the vlmice ■ 
being treated as a market. ><: 
as a market participant. 

Given the chance, tun* nr 
three alternative rrailm;: 
systems might become 
exchanges, predicted liieli- 
ard Lindsey, dirvetm ui the 
SEC's division nf market reg- 
ulation. 

Name-brand cachet associ- 
ated with stock uxeh:mt!or> 
might prompt some in make 
the switch, said Mr Luid*ey. 
while others might he 
prompted by financial rea- 
sons. 

Another advantage ivas 
that registering ns an 
exchange would allow an 
organisation to be sell-regu- 
lating. which was not avail- 
able to broker-dealers. 

There are about in elec- 
tronic systems which compe- 
te directly with traditional 
exchanges such as the New 
York Stock Exchange and 
the Nasdaq stork market. 
They include Instanet. the 
electronic trading system 
that operates after the close 
of the market 

“We’re trying to keep 
abreast of emerging technol- 
ogy and proride flexibility tu 
new technologies and exist- 
ing markets and exchanges.- 
said Chris Ullrann, SEC 
spokesman. 

Yesterday's announcement 
also includes provisions lo 
speed up the introduction of 
new products by the tradi- 
tional exchanges. 

Hie changes will allow the 
exchanges to introduce pilot 
programmes For a period of 
up to two years without the 
need to gain approval from 
the SEC. 

“Technology is fundamen- 
tally changing our market- 
place," Arthur Levitt, chair- 
man of the SEC. siid. It “has 
caused us. as regulators, to 
rethink the way we do our 
jobs.” 
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WORLD TRADE 


NE WS DI GEST 

MAD COW DISEASE 


EU plan to ease friction 
with US is voted down 

The threat of friction between the US and the European 
Union over drugs and cosmetics trade was resurrected 
yesterday after 10 EU nations voted against European 
Commission proposals for fighting BSE mad cow disease. 

The vote means that an earlier proposal - forcing coun- 
tries to remove specified risk material of cattle - remains 
on the table along with a clause that could halt imports of 
cosmetics and drugs containing cattle parts from January 
1. Franz Frschler, EU farm commissioner, must now find a 
solution to a problem which has dogged the Commission 
for 18 months. The Commission never intended to disrupt 
cosmetics and dregs trade in its original proposal but has 
been unable to persuade member states to adopt different 
proposals to fight BSE. Member states oppose the latest 
BSE strategy for a variety of reasons, none of them related 
to the drugs and pharmaceuticals trade. There is strong 
resentment about a plan that would force member coun- 
tries to adopt different strategies against BSE depending 
on the incidence of the disease in their countries. 

Michael Smith, Brussels 

WEAPONS DEAL 

Greece asks for US arms 

Greece has asked to buy four second-hand US Kidd Class 
guided-missile destroyers and weapons systems in a 
$742m deal which is part of a medium-term procurement 
programme to modernise its armed forces. 

The sale requires approval from the US Congress but a 
Greek official said yesterday delays were not expected 
because "it would not affect the existing balance of power 
in the Aegean". Greece has a stronger naval presence, but 
Turkey, rts nominal ally in Nato but rival for control of the 
Aegean, has air superiority. 

The destroyers would be equipped with Standard anti- 
aircraft missiles. Harpoon anti-ship cruise missile and tor- 
pedoes. 

Greece has already placed an order with HDW of Ger- 
many for new submarines. It also plana to buy fast attack 
boats which would be based in the eastern Aegean Islands 
close to the Turkish coast Karin Hope, Athens 


DRUG PATENTS 

Canada takes EU to WTO 

Canada yesterday filed a complaint with the World Trade 
Organisation claiming that European Union patent rules for 
pharmaceuticals and agrochemicals breach the WTO's 
agreement on intellectual property protection. 

The Canadian complaint comes a week after the EU 
demanded a WTO dispute panel to investigate Canada’s 
alleged failure to provide adequate patent protection for 
pharmaceuticals. Though the panel request was blocked 
by Canada, under WTO roles a panel must be established 
the second time of asking. 

The EU and Canada have been at loggerheads over 
Canadian laws allowing generic drug makers to copy 
patented medicines before the patent expires so as to 
have the copies on the market immediately afterwards. 
Brussels claims this costs its drugs industry hundreds of 
millions of dollars a year. Frances Williams, Geneva 


FOOD SAFETY FARM MINISTERS EXPECTED TO ENDORSE COMMISSION PLAN TO BAN ADDITIVES 


EU to ban four animal feed antibiotics 


By Michael Smith in Brussels 

European Union plans for a 
controversial ban on four 
antibiotics used in animat 
feed seems certain to go 
ahead after winning the 
endorsement of 10 member 
states. 

The vote among the 15 
countries of the EU fell short 
of the qualified majority 
needed by the European 
Commission, the HU'S execu- 
tive, to implement the ban. 

However, the issue will 


now go to farm minis ters at 
their monthly meeting in 
mid-December and it would 
take opposition from eight of 
them to defeat the Commis- 
sion’s proposals, thought to 
be highly unlikely. 

The ban. to be imple- 
mented from January 1, 
could cost the four compa- 
nies which make the antibi- 
otics at least Ecu300m 
(5350m) a year in lost sales. 

The drugs are Spiramycin 
(manufactured by Rhone- 
Poulenc), Virginiamycin 


(Pfizer), Tysolin phosphate 
(Elanco) and Bad trail zinc. 

The companies argue that 
the ban is unjustified. 
Fefana, an industry organi- 
sation representing feed 
manufacturers, says scien- 
tific studies over 80 years 
showed there is no signifi- 
cant risk to human health 

posed by antibiotics used in 

animal feeds. 

“The use of antibiotics in 
animals is safe and has con- 
tributed significantly to 
improvements in animal wel- 


fare and -the quality of meat 
for consumers,” it said. 

However, Franz Fischler, 
EU farm commissioner, 
argues that the use of antibi- 
otics in animal feed could 
build up bacterial resistance 
in hiTmana to drugs. 

He says the four antibiot- 
ics should be banned 
because either they or close- 
ly-related antibiotics are 
used in human drugs. 
Although other commission- 
ers have yet to endorse his 
proposed ban. this is consid- 


ered a formality. 

In yesterday's vote at an 
EU scientific committee, rep- 
resentatives from only three 
member states - Spain, Italy 
and Portugal - were against 
a ban. 

The representatives from 
France and Italy abstained. 
EU officials believe the vote 
now necessary among form 
ministers will- produce a 
stronger result in favour of 
the ban. 

The four antibiotics facing 
a ban are among eight 


Arabian fights as state-of-art 
ports vie for scarce business 


The Asian financial 
crisis has thrown 
out calculations for 
new ports being 
built in Yemen and 
Oman, reports 
Maurice Gent 

O ver the past few years 
many millions of US 
dollars have been com- 
mitted to building two state- 
of-the-art ports on the 
southern coast of the Ara- 
bian peninsula. 

When the projects were 
drawn up, trade between the 
east coast of the US, Europe 
and Asia was growing fast. 
For this year a growth figure 
of 9 per cent was predicted. 
Both the Omani project at 
Port Raysut which received 
its first ships this week, and 
the Yemeni container port at 
Aden, expected to open next 
March, were confident of 
commercial success. 

The previous conventional 
wisdom in the shipping 
industry was that there 
could well be room for both. 
But that is now being reas- 
sessed. 

At a recent shipping con- 
ference in Dubai the man- 
agement companies behind 
these two projects were 
questioned closely about 
who was going to use all this 
new capacity. 

Salalah Port Services, the 


management company run- 
ning the Port Raysut project, 
was able to come up with 
convincing answers In terms 
of traffic flow, while the Port 
of Singapore Authority, 
which is to run the Aden 
operation was unable to be 
so specific. 

Aden at first sight would 
appear to have the edge - a 
superb geographical position 
for a hub container port, 
where large vessels can 
offload their cargoes for the 
ports of East Africa and the 
Inner Gulf. In the Port of 
Singapore Authority it has a 
first class management 
highly thought of in the 
shipping Industry. 

The opposite is the case, 
however, and the whole 
equation hangs on one 
phrase - “political stability”. 


interest, bas spent approxi- 
mately the same amount 
again on superstructure. 

Although their spokesmen 
keep well clear of comment- 
ing on regional politics, nei- 
ther company would have 
committed itself to Yemen, 
which has become notorious 
for its unstable political 
record. 

Since the British withdrew 
from Aden in 1967. leaving 
two rival groups fighting for 
power, there bas been tribal 
conflict and dvll war. There 
have also been not infre- 
quent kidnappings of busi- 
ness executives and aid 
workers in the interior. 

Oman, however, since the 
accession or Sultan Qaboos 
in 1970 has buSt itself up as 
a conciliator with good rela- 
tions both with the west and 



private sector affiliate, the 
International Finance Corpo- 
ration. 

In the Oman project both 
Sea land and Maersk have a 
15 per cent Interest in the 
management company, Sala- 
lah Port Services. Between 
them they operate about 
one-third of the total con- 


Oman has buitt good relations both the west. ..That is 
why the big western investment has gone there 


At Oman's Port Raysut Sea 
Land of the US, which man : 
ages 28 te rminals around the 
world, has committed itself 
to a very large up-front 
investment So has a leading 
European carrier, the Danish 
line, Maersk, also in the top 
five. The government has 
contributed about $l30m for 
the infrastructure and Sala- 
lah Port Services, in which 
the two shippers have an 


other regional powers. 

That is why the big west- 
ern investment has gone to 
Oman whereas the Aden 
project has relied on Yem- 
invest, a Saudi company, 
which has looked to Yemeni 
and Saudi investors. Com- 
mercial banks are supplying 
loans for Aden's 5250m first 
phase but these are subject 
to political risk guarantees 
by the World Bank and its 


tainer fleet in the region, 
and when Port Raysut 
opened on Tuesday it 
received container vessels 
from the two groups. 

Both have committed 
themselves to a 30-year part- 
nership irith the government 
of Oman and have pledged to 
use the port as a link in 
their US east coast, Europe 
and Asia container shipping 
route. High on the list when 


presentations are given to 
potential customers is the 
stability of Oman. 

Salalah Port Services' 
chief executive. Jack Helton, 
has been seconded from Sea 
Land to run the project 
along with several other 
senior executives from the 
Middle East and Europe. 

Mr Heltou and his col- 
leagues have become closely 
involved with plans for 
developing a larger conven- 
tional port, which will also 
take cndse ships. As part' of 
the deal be is also content to 
accept conditions laid by 
government - that more 
than 50 per cent of the work 
force should be Omani rising 
to 60 per cent as the project 
gets under way. 

Already Omanis have been 
sent to Sea Land's Hong 
Kong operation and have 
come back ready to operate 
cranes worth more than $5m 
each. 
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Conferences 

EAST AFRICA 

From Co-operation to Community 
Developing an Agenda for the 21st Century 

27 January 1999 - London 

A treaty establishing an Em African Community, providing for a Common Market for Kenya. 
Tanzania and Uganda, is due to be ratified by the three heads of state by, the middle of 1 997. 

Senior ministers from the three East African countries and speakers from 
the international business community will examine recent progress in 
the East African Co-operation process and discuss the Implications 
of the treaty on investment and growth m the region. 

Led by Mr Quentin Peel, Foreign Editor and 
Mr Michael Holman, Africa Editor of the 
Financial Times, speakers will indude: 

HE Chief Emeka Anyaokn CON 

Cnmmommlrh Secretary -Genera! 

Ambassador Francis Me (hanre 

Exettaive Secretary 

• Secretarial of the Commission for East Africa Cn~operaiiaii 

Rt Hon Clan Short MP 

Secretary of Stale far fafernaf iciial Development 

Mr Philip Lowe 

Director-General DC VIII i De vel optnent) 
European Commission 

Mr Christopher Foy 

• Chief Executive 

African taken Corporation Pie 

. . . Mr TIC Barrasford 

Managing Director 
Senma Tourism promotion Services 

Mr Gareth Bullock 

General Manager. Africa 

Standard Chartered Bank 

’ ,• Mr Peter Pooler CMC 

Chairman 

Britain -Africa Basiae is Association 

Mr Tim Davidson 

Director 

Sub-Saharan Africa. CDC 
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EU expected to form 
single power market 


To register NOW fax this form to us on: +44 (0}i7l 373 3067 or visit: www.ftconforcnccs.com 
FT Conferences, Number One Southwark Bridge, London SEI 9HL, UK Tel; +44 (0)171 873 3000 


By Andrew Taylor, 

UtSIties Correspondent 

The European Union within 
20 years will have a single 
power market increasingly 
dominated by gas-fired elec- 
tricity generation, according 
to a study due to be pub- 
lished later this week. 

A switch to smaller, 
cleaner, natural gas- fired 
power stations providing 
local heat and electricity to 
towns and cities will reduce 
the need for large remote 
power stations served by tra- 
ditional coal minin g indus- 
tries. says the research by 
Andersen Consulting. 

It expects liberalisation of 
EU electricity markets to 
encourage cross-border 
power trading as customers 
and suppliers increasingly 
rely on futures contracts and 
other derivatives to protect 
against volatile electricity 
price movements. 

Under a Brussels directive 
most member countries 
must open 25 per cent of 
their electricity market to 
competition from next Feb- 
ruary. rising to 33 per cent 
in 2003. 

Power trading markets, 
already being developed In 
Britain, Scandinavia. Spain, 
the Netherlands and Switzer- 
land, will reduce the rele- 
vance of national borders 


and allow electricity to be 
traded like any other com- 
modity. says Gill Rider, bead 
of Andersen’s north Euro- 
pean utilities practice. 

Scottish Hydro-Electric, 
the UK generator, recently 
signed Europe's first electric- 
ity weather derivative with 
Enron of the US to protect 
itself against surges in 
power prices and demand 
during prolonged cold 
weather. 

Attempts by politicians to 
protect indigenous energy 
industries, such as coal min- 
ing, provide the biggest 
obstacle to competition. Pro- 
tectionism, however, is 
likely to founder in the face 
of customer demands for 
lower prices, forecasts the 
report 

Mrs Rider says: “As con- 
sumers start to see lower 
energy prices In other coun- 
tries. governments across 
Europe will be forced to 
examine the economic conse- 
quences of protectionism on 
both the country’s utilities 
and its manufacturers. 

“We believe that liberalisa- 
tion will create customer 
demands for cheaper power 
to which even the most dedi- 
cated nationalists and pro- 
tectionists will have to 
yield.” 

Pressure for cheaper, 
cleaner power will encour- 


age construction of small 
natural gas-fired power sta- 
tions which will be able to 
provide heat and electricity 
to individual factories and 
local communities. 

Partnerships between 
industrial companies and 
power producers to develop 
cogeneration plants already 
are increasing, says the 
report RWE, the German 
multi-utility, for example, is 
contracted to establish and 
run combined cycle gas tur- 
bine plants for BASF, Bayer 
and OpeL 

Construction of smaller, 
more efficient plant will 
reduce the need for large 
unsightly national transmis- 
sion networks, cutting the 
potential far price manipula- 
tion doe to transmission con- 
straints. 

Cogeneration gas plants 
can achieve 65-75 per cent 
efficiency -compared with 
30-40 per cent for a tradi- 
tional coal-fired power sta- 
tion, says Andersen. It 
expects 30-40 per cent of 
European power by 2015 to 
be generated by gas, com- 
pared with just 7.5 per cent 
in 1992. 

It says that more than 70 
per cent of the world's natu- 
ral gas is “deliverable into 
Europe from such gas-rich 
areas as the North Sea and 
R us sia". 


licensed for use in aninuj 
feed, mainly for pigs and 
poultry, in the EU. Sweden 
and Finland have exemp- 
tions to some of the bans. 

Separately, the Commis- 
sion yesterday proposed a 
ban on two feed additives 
made by Pfizer and Bayer 
saying they too could endan- 
ger human health. 

The EU's cautious 
approach to food safety is 
causing trade friction with 
the US. 

Consensus 
sought on 
new WTO 
leader 

By Frances Wffltams In Genera 

World Trade Organisation 
members yesterday agreed 
to aim for a consensus deci- 
sion on a new director gen- 
eral by mid-December, if pos- 
sible by the end of next 
week. 

The two WTO ambassa- 
dors charged with consulting 
the WTO's 132 members on 
who should succeed Re nato 
Ruggiero of Italy next May 
job gave no hint of the lead- 
ers and laggards among the 
four rival candidates when 
they made their first report 
to the WTO’s general council 
yesterday. 

Swiss ambassador William 
Rossier and Celso Lafer of 
Brazil said merely that con- 
sultations with some 70 
members representing 90 
countries had shown that 
the candidates “did not 
enjoy equal levels of sup- 
port” 

At the same time, coun- 
tries had indicated that they 
would not block a consensus 
on any of the four who are 
all considered well-qualified. 

Hassan Abuyoub or 
Morocco has the backing of 
African and Arab states, 
while Thailand's Supachai 
Panitchpakdi is supported 
by the Association of South 
East Asian Nations, Japan. 
Australia and Norway. 

Latin America, which does 
not have a candidate of its 
own, is said to be divided 
between Roy MacLaren .of 
Canada and New Zealander 
Mike Moore. 

Meanwhile, the US and 
European Union, the two 
trade superpowers, have not 
yet declared their positions, 
with the 15 EU members 
apparently split between Mr 
Supachai and Mr Abuyoub. 
Trade envoys said the situa- 
tion could change when the 
EU and US make their 
stands known. 

Ambassadors Rossier and 
Lafer are due to report again 
to the general council next 
Thursday when it is hoped a 
decision can be made. 

Though the aim is to reach 
consensus, the normal way 
in which the WTO conducts 
its business. If this fails 
WTO rules provide for a 
decision by simple majority 
vote. 

Most WTO members, how- 
ever, would probably opt for 
a delayed consensus decision 
early next year rather than 
force the issue to a vote next 
week. No vote has ever been 
taken on appointing a direc- 
tor general for either the 
WTO or its predecessor, the 
Genera] Agreement on Tar- 
iffs and Trade, since 1948. 
During the bitter selection 
fight in 1995, in which Mr 
Ruggiero, the EU candidate, 
was finally victorious, a poll 
of members was published 
showing him clearly in the 
lead. 

However, this was not a 
formal vote but a way of put- 
ting pressure on Washington 
to abandon its veto of Mr 
Ruggiero's appointment 
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INTERSTATE OIL AND GAS TRANSPORT TO EUROPE 

IN0GATI 


INVITATION | 



In the frame of the INOGATE Programme, the European Commission is issuing an invitation to 
represenfatfves af the OHS, Gas industries to the seminar. 


"INOGATE: Investment Opportunities in the OH & Gas Sectors 
of the Newly Independent States (NIS) and the Central European Countries’ 


fate: December 8® and 9* 1998 

Vfmifc: European Commission, (MrfemggneB^(^(R(xm}$3)^chhlj3i170, 1040 Brussels, Belgium 

This sem^Vi^ be a to meet with the representatives of the O/l and Gas Socto/s 

of tte INOGATE countries {Amente, Azerbaijan, Belarus, Bulgaria, Georgia, Kazakhstan^vrayzian 
Moldova, Romania, Russia, Turkmenistan, Ukraine, Uzbekistan}. 

Participation to the conference and documentation are free of charoa . 

Contact and registration: INOGATE Support Group 
pAoiw: + 32 2 779 13 02 - toe + 32 2 779 08 60 - email: support&'nogafecom 
Visit our website: http:tfeuropqanunlon.tacte.inoqate.com 
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WORLD BANK GLOBAL ACTION URGED TO STEM ECONOMIC TROUBLES AND REVIVE DEVELOPING WORLD PROSPECTS 
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Egyptian police yesterday 
arrested the secretary gen- 
eral of the country’s main 
human rights organisation, 
after accusations that the 
British embassy paid it to 
write a report which exposed 

police brutality against civil- 
ians. 

Hafez Abu Seada, secre- 
tary general of the Egyptian 
Organisation for Human 
Rights (EOHR), was arrested 
and committed to 15 days' 


The newspaper cflered no 
conclusive proof to substan- 
tiate its, accusations. How- 
ever, Egypt’s state security 
prosecutor ordered Mr Aha 
Seada’s arrest on the basis of 
pa claims. A British embassy 
official yesterday insisted 
the sum granted to -ffie 
EOHR was for the legal -aid 
project and was deposited in 
a special account for this 
purpose and for which an 
annual financial statement 
would be' required. 

The government is 
regarded by human rights - 


prison sentence with hard 
labour If he is found guilty. 

The- newspaper cla im ed 
“an enemy foreign embassy” 
on October a. 1998. padd the 
EOHR $25,703 to write a 
report oh a month- long mur- 
der investigation carried out 


a bankers’ draft sent.biy the 
British embassy in Cairo to 
the EOHR sp ecifically to 
finance a legal advice centre 
for Egyptian women, which 
the- embassy bad funded 
since 1996 when R took over 
financing of the centre from 
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Shown. of Al-Kosheh In' 
August 

During the 1 investigation, 
up to. .1,200 people, mainly 
minority Coptic Christians, 
were interrogated as police 
attempted ‘ ' to find the 
murderer of two Moslems. 
Many of those interrogated 
were tortured and their 
experiences were brought to 


Speaking from abroad 
through a journalist at the 
newspaper yesterday. Mr 
Bakri said that “the Kniragp 
between the embassy-cheque 
and the al-Kosheh report 
was based cm the length of 
tune between the two. and 
the feet that ft was the first 
time the British embassy 
had issued [such] a cheque”. 


on a campaign to vffify^the' 
EOHR for hi g hl i ght ing the 
police brutality, without tak- 
ing steps to curb police 
excesses. 

The feet of the accusations 
having appeared in el-Ogboa 
has. in itself; raised suspi- 
cion among human rights 
lawyers. 

Associates of Mr Bakri are 
known secretly to have 
recorded an EOHR board 
meeting which followed pub- 
lication of the newspaper's 
claims, at wbich it was 
agreed file money would be 
returned to the embassy and 
that all fixture foreign dona- 
tions would be rejected as a 
demonstration of its neutral- 
ity. . V 


By Hubert Chets, 
economies tuw 

Developing countries fine a 
precarious short-term out- 
look which demands that 
policymakers In industrial 
countries do more to avert a 
i global slump, the World 
I Bank warned yesterday. 

In its annual report on 
Global Economic Prospects 
and the Developing Coun- 
tries, the Washing ton- baaed 
institution said that incomes 
per head in the developing 
world would on average 
increase by just 04 per cent 
this year, down from &2 per 
fcent in 1937. 

The crises that 

have , swept emerging mar- 
kets aver the. last 18 mouths 
mean that per bead 

win £aE this, year to Brazil. 
Indonesia, Russia ' .and .33 
other developing -or formerly 
communist countries. 

Per capita growth is expec- 
ted to remain slow next 
year, but could return to the 
35 per cent pace of recent 
years thereafter. But the 
Bank w arn e d that Ode reas- 
suring scenario was not a 
foregone conclusion. 

“There are substantial 
risks that the world econ- 
omy will fall into recession 
in 1999 rather than merely 
enduring the period of slug- 


Devetopfog counties face weak growth this year with stow recovery to follow 
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gish growth expected to the 
baseline." the report said. 
“ITjese risks are strongly 
interconnected and poten- 
tially mutually reinforcing.* 

To assess the downside 
risk, the Uflwir assumed 
the recession in Japan wors- 
ened, that private sector cap- 
ital flows to Latin America 
ceased and that stock mar- 
ket falls of 20-30 per cent 
depress growth in the US 
and Europe. Under this sce- 
nario the world economy 
suffers a severe recession 
next year and per capita 
incomes to the developing 
countries as a group fall for 
the first time since the early 
1980s debt crisis. 

“Growth in developing 


countries could still reach 
the record-setting rates that 
we saw to 1991-97. " said Joe 
Stiglitz, World Bank chief 
economist. “But this will 
only happen if policies to 
prevent a deeper global 
slump are implemented 
quickly and developing 
countries strengthen their 
financial sectors* 

The Bank welcomed recent 
policy responses to the cri- 
sis, Including industrial 
country interest rate cuts, 
stimulus measures and 
structural reform in Japan, 
fresh financing for the Inter- 
national Monetary Fund and 
the Brazilian rescue pack- 
age. “But policies take time 
to work and the short-term 


outlook remains precarious.*' 
the Bank cautioned. 

The report also described 
the policy lessons that 
should be learned from the 
crises. Mr Stiglitz has 
incurred the wrath of some 
colleagues in the interna- 
tional financial institutions 
by publicly casting doubt on 
the IMF’s prescriptions for 
crisis-hit nations. 

For example, the report 
casts doubt on the wisdom of 
imposuig substantial inter- 
est rate increases to restore 
confidence in a crisis coun- 
try's currency. “The still 
early state of the research 
into the behaviour of inter- 
est rates and exchange rates 
during crises may not allow 


firm conclusions," the report 
said. “There is. however, 
more evidence about the 
adverse impact of high inter- 
est rates on real economic 
activity, confirming the 
importance of undertaking 
monetary policy in a flexible 
and nuanoed way.” 

The report said that coun- 
tries should often consider 
greater exchange rate flexi- 
bility if they were facing dra- 
matic inflows of capital. But 
it added that crises were as 
likely under floating as fixed 
exchange rates. Floating 
rates also bring other prob- 
lems. including the loss of 
an anti-inflationary anchor. 
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* Weapons inspectors 
; impose tougher test 

ilA team of United Nations biological weapons experts 
■■o - v began a new test of Iraq’s commitment to com- 

: ' ply with UN resolutions. 

The teem from Unscbm, the UN special commission, ’ . . 
arrived in Baghdad on Tuesday, and is. expected to ccnr . 
duct challenge inspections. These are . more senjsitivq than 
the monitoring work Unscom officials have been engaged 
in since their return to Iraq two weeks aga - 
Baghdad averted a US-led military strike last month by .. 
agreeing to resume ‘co-operation with inspectors but the'. 
US has demanded that Unscom quickly pursue a tough ’ 
test of Iraq’s pledge of compliance. The test has already 
" led to a row over access to documents. - 

UN arms inspectors have said they stffl iack a dear - 
understanding of Iraq’s past efforts to develop biological 
weapons. According to a former inspector, Unscom ’s team 
in the coming days will seek to interview scientists and ' 
officials suspected of having been involved in the biologi- 
cal weapons programme. ■ 

An Unscom official said yesterday that more visiting * * 
teams would be sent to Iraq. The test tf-paqf cqpigfitycg 

is 

Butter; chief UN arms Inspector, Js continuing hb pursuit 

r . of the 1 2 documents requested last month frwRttlg ^ag£^ 
leadership. _ .. • . ‘V; ' i; 

Iraq told him It was in a position to stwe with Uibcora^ 
onfy two of the sdts of records because the rest either did 
not exist, had beep destroyed, or had already been 

checked by ih&pectora. • ■ 

Iraq also said a Key document dealing with chen*=ai 
weapons could wily be seen by inspectors In the presence 
-- of Prakash Shah, the UN secretary generaPs special envoy 

to Baghdad. Mr Butler, however, wrote back to the Iraqis . 
last week, nmntainlhg that this document should simply' 
be handed over to Unsconi: ; : \ ' . ■ “ 

Roida Khalaf, London . -,;/••• j. ' 

ISRAELI POLITIC ; ! 

Levy demands finance post 

David Levy, head of the Gesher party and a supporter of 
h^h pubfic Raiding, said yesterday he would r^dn Bev 
jamin Netanyahu's coalition but only if he was made 
finance minister, one of the most important posts in the 
government . . . , . 

Mr Levy made the demand, after talks with Mr Netan- 
yahu who needs the support of Gesher's four-member 7 
1 party to stabilise the ooalitlon, reduce the need for a 
national unity government and put off earty rtectio^. 

But economists warned it would be “bad news" “Mr 
Levy was appbrnted finance minister, "intematjorai irryes- 
tors have been impressed with YSakcrv Neeman abfinance 
1 \i minister." said Stephen Levey, head of the Israeli office or 
. Warburg. DUldn Read. "It would be very disappointing If he 
was replaced:* 

Mr Levy, a fort ter foreign ministw vrfw quit me govern- 
ment test January after criticising Mr Netanyahu's style of 
leadership and his tight fiscal pofictes, was last week ; 
promised the post of infrastructure nwwstof- . 

He has since raised the stakes, although rt b urKtertaki 
whether Mr Netanyahu would compte^OTn^romoe 
economic policies aimed at lowering Inflation arxl reducing 
the budget deficit by ceding to Mr Leyyb demand. 

Judy Dempseor, Jerusalem ■ , ;. . .. . 

LEBANON G 0 VERNfiffENT_ ... 

Hoss confirmed as PM 

Salim ai-Hoss was yesterday, named 
Lebanon and .sate that 

$2bn budget deficit would be hjs first priOTty. . - 

the source of many problems from which the 

day after declining to accept another mandate trorirr^ 

2 -”-r»S^sSSia- 

austerity « *a extreme > iac«riS 

placed SjI^e pe^Tracts and the 7 ,: 

vbibility^ ^of .^SriSSnd^hdrawalfrom ■* V. 
importance of Israel suh^raon^ .. _ , . 

southern Lebanon. James 5cnowW| 
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The- euro moans big opportunities for your business 
Seize them with BNP. Our difference? Leadership 
in euro banking from a powerful European partner, 
plus services anti expertise available worldwide. 
'.lake yours BNP We il give you the euro zone just 
the way you want it — mystery-; roe. 






THE EURO ALSTOM CHIEF SAYS POUND MAY BE MARGINALISED 

‘Banana currency’ 
risk to sterling 


BRITAIN 




By Peter Marsh in London 

Sterling risks being 
marginalised as a “banana 
currency” if Britain stays 

out of the euro zone Loo 
long, according to Jim 
Cronin, deputy chief execu- 
tive or Alstom, tbe UK- 
French electrical engineer- 
ing company. 

The comments are among 
the toughest warnings from 
a British business executive 
about the dangers of the UK 
failing to join the 11 coun- 
tries in the single currency 
zone, which begins in just 
over four weeks. 

Mr Cronin was a long-serv- 
ing executive at GEC. the 
UK electrical goods company 
that owns 2-1 per cent of 
Alstom, before his current 
appointment. He said that 60 
to SO per cent or Alstom's 
sales would be- in euros 
within a few years. Most of 
the rest would be in dollars. 

Alstom - based in Paris 
and listed on the Paris. Lon- 
don and New York stock 
exchanges - had sales last 
year of EcuM.lbn t$16.3bn>. 
15 per cent of which were in 


tbe UK. The UK government 
stance on the euro remains 
favourable in principle, but 
it has ruled out entry before 
the next national election, 
which many expect in 
2002-2003. 

Mr Cronin believes British 
companies that do not use 
euros in their transactions 
may suffer commercial dis- 
advantages. They would 
need extra hedging 
operations and they may not 
be geared up fully to com- 
pete with other companies - 
not only in Europe but also 
in Asia, where a range of 
currencies is used in com- 
mercial deals. 

Mr Cronin said, that in 
tendering for projects in 
Asia. Alstom would base 
prices increasingly in euros 
rather than sterling. 

A number of other manu- 
facturers - from countries 
such as Germany and 
Switzerland - have also said 
they intend to issue price 
lists to Asian customers in 
euros. Alstom is talking to 
many of its UK suppliers 
about whether they would 
accept euros in payment. 


But Mr Cronin believes 
that only a few companies 
will want to switch to euros 
when most of their costs are 
in sterling. “A lot of UK 
industry will not be geared 
up to using the euro when it 
starts,” Mr Cronin said. 

Recent surveys indicate 
that many big international 
businesses in the UK are in 
favour of the UK joining the 
single currency as soon as 
inflation rates and economic 
growth in Bri tain have con- 
verged with those of the 
euro zone. 

But many smaller busi- 
nesses remain antagonistic 
because of fears about 
reduced independence and 
the handing away of the 
UK’s abilities to set 
short-term interest rates to 
the European central bank. 

• The government's cam- 
paign to publicise the euro 
has cost nearly £5m so far. 
Patricia Hewitt, a senior 
Treasury minis ter, told the 
House of Commons. She said 
the campaign had been 
“highly effective". 
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if# CLOSURE THREAT WORKERS START OWN BUSINESSES 

III Sale hopes foil to halt 
" Siemens countdown 



Business and llw euro, Page 25 I RajMain ‘No job Is safe in today's ettmate' 


By Chris Tlghe 
fei Newcastle upon Tyne 

Decommissioning of the 
Siemens factory in 
north-east England is under 
way after a short delay pend- 
ing talks between the com- 
pany and an undisclosed 
potential Chinese buyer. 

The factory, the £65 Om 
(61.07m.) first stage of a 
£Llbn project, had been In 
commercial production less 
than a year when tbe Ger- 
man rnrnpfipy annnnnwn i jn 

July that it was to dose with 
. the loss of 1,100 jobs because 
f‘ of global semiconductor 
market conditions. 

Microchip production 
ceased last week, and Sie- 
mens says It remains "cau- 
tiously optimistic" that some 
deal ca n be struck. "Talks 
have been going on with a 
couple of parties and one 
party in particular - one 
party is quite advanced,” the 
company said. 

Of the 500-plus workers 
who have left the plant, 
about 60 have transferred 
overseas with Siemens. Oth- 
£! era have found work in the 
— ' north-east or elsewhere in 
North News the UK Some have set up 


their own businesses. Sie- 
mens wants 800 of the 
remaining employees to stay 
on until mid 1999 to com- 
plete decommissioning- 

One of those who left is 
Raj Mair, now owner and 
manager of Innovation Ltd, 
bis own information technol- 
ogy services company. 

“I wanted to set up a com- 
pany, this has given me the 
opportunity to do that,” says 
38-year-old Mr Mair, a former 
IT project manager. “We 
realised that whether you 
work for a large company or 
a amaii company no job is 
safe in today's climate. That 
helped us take the plunge.” 

“You haven't just got to 
feel sorry for the Siemens 
people,” says Eddie Darke, 
North Tyneside Council’s 
deputy leader. He cates the 
region's recent run of heavy 
job losses and big closures. 
These include not only 
Fujitsu's semiconductor 
plant, finally closing tomor- 
row. but also . crane maker 
Grove, razor-blade maker 
Wilkinson Sword and a 
dozen textile factories. 

The loss of Siemens and 
Fujitsu - seen as prestigious 
inward investors providing 


the jobs of the future - was 
a big blow to morale. But 
despite all bad news, 
north-east regeneration lead- 
ers are striving to project a 
positive message. 

u We are in a lot better 
state than five years ago.' 1 
says Chris Roberts, the 
North Tyneside council exec- 
utive director responsible for 
regeneration. Siemens, he 
saj^. has helped build new 
educational, training and 
investment momentum and 
provided a skills spin-off. 

Local shipbuilder Swan 
Hunter underwent two years 
of receivership and rumour 
before an eleventh-hour res- 
cue by Dutch investors. 
Whatever happens to the 
Siemens factory, withdrawal 
by inward investors and the 
hopes pinned on distant sav- 
iours highlight the north- 
east’s under-achievement in 
indigenous company form- a 
ation and growth. 

Inward investment is vita], 
says Bill Midgley. president 
of the North-East Chamber 
of Commerce, but the region 
has relied too much on it. 
“We need to see more of our 
people have an entrepre- 
neurial spirit.” 



Teaser Blair must 
decide whether to 
reveal more flag 


By Robert Poston, 

Political Editor 

Tony Blair, in his Hugo Boss 
suit, is Kir Europe, seducing 
big business with his 
tantalising 1 hints of a lust to 
join the euro. But - to use 
the image of John Major 
made famous by Blair's 
press secretary. Alastair 
Campbell - there Is just a 
hint of Union flag 
underpants above the 
waistline. If a European 
politician suggests monetary 
union may require members 
to cede some control over 
taxation, the prime minister 
comes across all starchily 
Thatcherite with a 
“nojio.no”. 

It is just as John Major 
predicted before the election: 
Blair is a Europe-loving red 
in Baroness Thatcher's frilly 
blouse. And yet - probably 
to Major's surprise - Blair 
faces no serious opposition. 
The soft left traditionalist 
wing of Labour, led by Robin 
Cook and John Prescott, 
admit their awe at his ability 
to push through what they 
see as progressive socialist 
policies with only a glimmer 
of opposition from a 
Conservative-biased media. 

Or at least that was true 
until Oskar Lafontaine 
bundled along. The new 
German finance minis ter is a 
high-living, tub-thumping 
socialist of the old school. 
The ideological and personal 
chasm between Him and 
Blair was obvious when they 
met for the first time two 
years ago in Bonn. Blair 
came to discuss the new 
European politics, but could 
hardly get a word in above 
the din of a jazz band on a 
booze-cruise down the Rhine 
organised by the SPD leader. 

Presumably it was the din 
which prevented Blair 
getting advance notice of 
Lafontaine's high-tax, 
high-spend views. These 
make him a wonderful 
bogeyman for the British 
tabloid press, which uses 
him as a device for attacking 
Blair’s "collaborator” 
approach to the EU. 

Lafontaine's campaign to 
secure uniform corporate 
and savings taxes in Europe 
and desire to prevent any 
country having a veto over 
European tax proposals ‘ 
represent the worst kind of 


dilemma for Blair. For once, 
he has to choose between his 
pro-European instincts and 
kowtowing to British 
tabloids baying for 
chauvinist soundbites. To 
his credit, be has so far 
opted against cheap 
anti-German or 
anti-European jibes. 

But Lafontaine has 
undermined the notion that 
the dominance of centre-left 
governments in Europe, 
following the SPD German 
victory earlier in the 
autumn, would help the UK 
to set the EU agenda. It was 
a view held by Cook, but 
Downing Street has always 
been more cautious about it. 

The Blairite EU vision was 
in fact remarkably similar to 
that of the former 
Chancellor Helmut Kohl and 
the German Christian 
Democrats - certainly Kohl 
regarded Blair as a kind of 
freakishly lithe son and heir. 

And it is no coincidence 
that with Kohl's departure. 
Blair has had to make 
common cause with Jose 
Maria Aznar. the 
centre-right Spanish 
premier, to promote his 
programme of increasing 
labour market flexibility - 
the socialist brothers in 
France and Germany are 
less than enamoured of it. 

But the proponents or an 
Anglo-German entente say 
all is not lost Peter 
Maude Ison and Bodo 
Hombach are swanking 
around like lifelong buddies 
after their inaugural 
meeting on forming a Third 
Way. And the German 
chancellor. Gerhardt 
Schroder, is said by British 
officials to be modelling 
himself explicitly on Blair. 
Blair is banking on an 
inevitable power struggle 
between Schrdder and 
Lafontaine. with the latter 
being trounced. 

This may turn out to be 
wishful thinking. Schroder, 
in an FT interview 
yesterday, made clear that, 
for now at least, if he has to 
choose sides between the 
British prime minister and 
the SPD's most powerful 
member, he will stick with 
big Oskar. Which means that 
Blair still has to choose 
between taking off his Union 
flag underpants or wearing 
them outside his trousers. 


Opposition chief in 
upper house sacked 


By Robert Peston 
and George Parker 


William Hague last night 
sacked Lord Cranborne as 
leader of the opposition Con- 
servatives in the House of 
Lords for alleged treachery 
in agreeing terms with Tony 
Blair, prime minister, on the 
expulsion of hereditary peers 
from the second chamber. 

In the first serious crisis 
he has faced since becoming 
Conservative leader 17 
months ago, Mr Hague repu- 
diated an agreement negoti- 
ated by Lard Cranborne that 
would allow io per cent of 


the 750 hereditary peers to 
keep their voting rights for 
several years. 

But Conservative lords 
said Iasi night they sup- 
ported Lord Cranborne and 
the deal - which would have 
prevented months of wran- 
gling over the Lords reform 
bill - by a margin of four w 
one at a meeting lust night. 

Lord Onslow, the outspo- 
ken Conservative hereditary 
lord, said: “F thought t-ord 
Cranborne got the total sup- 
port of the- meeting”. 

Mr Hogue may now lose con- 
trol of his majority in tlm 
upper house. 
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CORPORATE GOVERNANCE MINISTER THREATENS REGULATIONS 


Final warning over 
boardroom pay 


By David WigWon 
Political correspondent 

Peter Mandelson. chief 
industry' minister, yesterday 
gave a final warning to insti- 
tutional investors to take 
action over executive pay or 
face corporate governance 
regulations. 

He told a meeting of insti- 
tutions and fund managers 
that companies should put 
remuneration policy to an 
annual shareholder vote and 
there was a uase for making 
this obligatory. 

He also criticised pension 
funds' record of investment 
in venture capital and urged 
institutions to put more into 
“the development oF the 
businesses of the future". 

But Ann Robinson, direc- 
tor-general of the National 
Association of Pension 
Funds, told Mr Mandelson 
that the problem did not lie 
with institutional investors. 
"The biggest issue For 
Britain was not the Dow of 
money hut the lack of inter- 
esting projects to invest in.” 
she said after the meeting. 

UK investment in venture 


capital was much higher 
than in continental Europe, 
she added, questioning fig- 
ures showing it was much 
lower than in the US. 

A colleague of Mr Mandel- 
son said he did not accept 
this argument. “He found 
the reaction on venture capi- 
tal rather over-defensive," 
said the colleague. But he 
added that Mr Mandelson 
was “pleased with the posi- 
tive tone" on corporate gov- 
ernance. 

Ms Robinson said that the 
NAPF welcomed Mr Mandel- 
son 's call for a separate 
shareholder vote on remu- 
neration. “It is perfectly nor- 
mal that those who appoint 
people should have an Inter- 
est In what they are paid." 
she said. 

The NAPF backs the Idea 
that the separate vote should 
be made obligatory through 
incorporation in stock 
exchange listing rules. 

Ms Robinson said Mr 
Mandelson was right to 
focus on the role played by 
institutions in company per- 
formance. “He sees corpo- 
rate governance as a very 


important element of com- 
petitiveness and he is abso- 
lutely right." 

But there remains opposi- 
tion - from the Confedera- 
tion of British Industry, the 
employers' lobby, among 
others - to the introduction 
of a remuneration vote. 

The Association of British 
Insurers, also at yesterday's 
meeting, questioned whether 
shareholders could be given 
sufficient information to 
make an “informed" decision 
on the remuneration com- 
mittee report. Richard 
Regan. ABI head of invest- 
ment, said: “It is one 
approach but It is more 
important to ensure that 
shareholders vote on the 
adoption of incentive pack- 
ages." 

Margaret Beckett. Mr 
Mandelson *s predecessor, 
said in March that the gov- 
ernment reserved the right 
to make the vote compulsory 
but hoped companies would 
adopt it voluntarily. Very 
few have. The DTI said Mr 
Mandelson would watch 
what happens over the next 
few months very carefully. 



Mackintosh maker ressts 
stormy currency conditons 


A Scottish company turns away orders when 
other manufacturers are being hammered 
by the high pound. Peter Marsh reports 


Robin Veiteti takes cover against the Scottish rain Ashley Coombes 


F ew UK exporters are 
turning away Inquiries 
from Japan because they 
do not have enough manu- 
facturing capacity. 

Bat that is the case for a 
company which has shot to 

prominence making rain- 
coats according to mKyear- 
old manufacturing princi- 
ples. 

Traditional Weatherwear, 
in central Scotland, is one of 
a handful of companies in 
the world making raincoats 
using the methods of 
Charles Macintosh, the Scot- 
tish inventor who made the 
first “mackintoshes" in the 
1820s from a process he later 
patented. 

Demand, mainly for 
exports, has been so strong 
that the company this year 
took on 12 apprentices to be 
schooled in mackintosh 
manufacturing. This brought 
the workforce to 74, nearly 
doable the figure four years 
ago. 

Traditional Weatherwear’s 
mackintoshes are made in 
much the same manner as in 
the 19th century. Workers 





stick together pieces of 
rubber-coated clotb using 
Macintosh's original recipe 
for a rubber solution mixed 
with naphtha, a by-product 
of oil distillation. Hie doth 
is then hand stitched before 

the seams are taped over 
with *bin strips of Ihhric to 
ensure the. garments are 
waterproof. - 
A worker can make up to 
SO coats a weefc But the dif- 
ference now is that they are 
turned out in 24 colours - 
including ■. “rust", -pink, 
green, khaMand tartan, 

T he company has linked 
with fashion houses 
including Gucci of Italy, - 
Hermes of France and Ralph 
Lauren of the US, which sell 
some of its products under 
thWr own names. They retail 
for up to £1.500 ($2,475). 

“We sell on the basis that 
if you are wearing one of our 
garments, you are recog- 
nised as a prestige person," 
says Robin Veitch, managing 
director, an accountant who 
took control of the company 
in 1974 in a management 


buy-out. le says his big 
breakthrogh was iq jgjg 
when tbc ompany won its 
first orderfrom Hermes. 

About Sther cent of last 
year's £2.6males carried its 
own brandThis year Mr 
Veitch is ejecting sales of 
between £& and £3-5m. 
with S5 todO per cent 
exported. Ltil the new 
apprentices a fully trained 

- late nest ye* - he is hav- 
ing to turn aiy customers. 
Even so, he iAudgeting for 
sales of £Sm tn year. 

- ?I am having) tell people 
to. wait until 20," says Mr 
Veitch, who ow. go per cent 
of the com par . One day 
recently he ha to advise 
three sets of partial cus- 
tomers from Japi - which, 
with France, is re compa- 
ny's biggest stile export 
market - that • had no 
spare capacity. 

Mr Veitch say: the high 
pound, which h, pushed 
down export orderfor many 
companies, has nofamaged 
Traditional Weat*rwear‘s 
business. Instead ’ worry- 
ing about the pind. he 
takes the view th a against 
the D-Mark, sterling about 
where it was six yes ago - 
and much weaker tin when 
he took over In the TOs. 


NEWS DIGEST 


NORTHERN 


Leaders close to deal cn 
cross-border institutions 

Northern Ireland political leaders last nig^l appeared lose 


to a deal on cross border bodies to link he region arl the 
Republic of Ireland after weeks of talks, pny Blair, to UK 
prime minister, joined the talks last night Wrd hopes \ere 
raised that a deal on north-south rnstitutios, and the 
executive that will take over toe running a the region, 
could be struck before party leaders leave or toe US 
tomorrow. 

David Trimble, first minister of the new asembly ant 
leader of the Ulster Unionists, the biggest fo- British prty 
in Northern Ireland, said agreement was “tatalisingly 
dose". He echoed optimism from Seamus I all on, his 
nationalist deputy first minister. 

Gerry Adams, president of Sinn F6in, the Ish Republi- 
can Army’s pofitical wing, also hinted at toe kelihood aa 
breakthrough before toe end of the week, “iwill be prog- 
ress, but progress on the terms of toe Uniortt go-slow 
policy. But yes, I would not be surprised if thre was 
agreement," he said. 

• A 24-year-old man was yesterday recover g in hospi- 
tal after bang shot in both knees in a paramiary-styie 
punishment attack. Police said the man was rot on a 
housing estate in south Belfast, the Northern eland capi- 
tal. He was the second victim of a paramilitay style attack 
in the region this week. A man of 25 was att&ed by four 
masked man outside his home in South Amuh. "The 
man was given a severe beating with metal oects." said 
police. John Murray Brown, Belfast 


BBC TOP JOB 

Sony man may be contader 

Howard Stringer, president of the US operatiG of Sony, 
the Japanese electronics group, has emergeds a possi- 
ble contender to succeed Sir John Birt as diraor-general 
of the BBC when he steps down in 2000. Mr ringer, 
considered last year by Channel Four for the ist of chief 
executive before joining Sony, is likely to be cisldered by 
the BBC governors. Mr Stringer, who has duaJritish and 
US citizenship, is a former president of the CE network 
in the US and is known for having lured Davidetterman, 
the late-night chat show host, to join CBS frorNBC in 
1993. Other outside candidates likely to be cotidered 
include Michael Jackson, chief executive of Chnel Four, 
and Greg Dyke, chief executive of Pearson Tefeon, a 
sister company of the Financial Times. There a also likely 
to be a number of Internal BBC candidates, Incding Alan 
Yentob. director of television, and younger markers 
Including Mark Thompson, who has just been nde direc- 
tor of regional broadcasting. John Gapper, Lon>n 

LEGISLATION 


Race law changes likely 

The government is likely to announce plans to uptte the 
20-year-old Race Relations Act after the Stephen iw- 
rence inquiry reports in February next year, it eme^d 
yesterday. Mr Lawrence, a black student, was stated to 
death by a gang of white men in a suburban Londc street 
in 1993. The inquiry is expected to outline a series « 
changes to policing and wider society to tackle raefej. 
This has led the Home Office to respond. Proposals nder 
consideration Include a “naming and shaming" initiate to 
force public bodies to monitor recruitment and pramfon 
of people from ethnic minority backgrounds. The gov^- 
ment, municipal authorities and the state health servk 
would be told to publish toe details of staff records eai 
year. The Commission for Racial Equality said: “The U- 
rence inquiry has gone much further than any of us exac- 
ted, uncovering real problems but also In educating pujc 
opinion. There is growing pressure on toe government i 
respond." Simon Buckby, London 


JEREMY MARTIN 
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BIOTECHNOLOGY 


Sector seeks code of practice 

The UK biotechnology sector, mired in bad publicity after 
several high-profile scandals, is seeking to develop a code 
to head off the threat of stiffer government reg- 
ulation. The code is bang written In the aftermath of the 
British Biotech debacle.; Shares at the Oxford-based com- 
pany coHapsed this year and senior management left after 
being accused of misleading investors on toe progress of 
Its lead dnlg candidates. The push for more active self- 
regulation, being led by toe Bioindustry Association, fol- 
lows this week's resignation of two senior executives at 
Cortecs after revelations that two of the company’s three 
drug development programmes were seriously behind 
track. , 

The BIA is understood to be 'taking advice from Cam- 
eron McKenna, the law firm. PwC and Ernst & Young, toe 
accountancy firms, as well as toe London Stock Exchange 
and several regulatory bodies. David Pilling, London 
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Privacy Please 
Si Prega Di Non Disturbare ^ 
Ne nos Deranger, S'il Vous Plait 
Bitre Nicht Storen 
No Entrar Por Favor 
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CASE IN POINT: 
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STRATESY: 

Integrate ti'otel, Web 



\ MSS ION: ... 

• - To fill more rooms with more people at more hotels more often. 


and travel easterns to provide complete, real-time information on room avai.abi.it, amenities and rates. 


PB0 Informix* Dynamic Server™ Enterprise Consuiting and 
24 x 7 Informix Technical Support- . . 


’98 reservations processed means 


' OUTCOME: 

30% increase in 

everyone’s getting a good night s sleep. 


fc builds the biggest, fastest, tartest data engines, for business. 

Hvstt usod , visit our W***or cal , us * + 4 ^ 1 - 818-1000 ( Europe ) or i - SOO - WW * 


Informix 

To find out more aboutthej: 
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WAREHOUSING > WEB/E-COMMERCE > TRANSACTIONS (OLTP) 
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"‘ravel, they used to say, frees the mind. 
It still can. So relax. Think your thoughts. 
And leave everything else to us. 

Swissair. We care. 


17i kW 


; 1 1v {Jztf/rfiycr Ciiillip 


For information and booking: www,swissair.com or call your local travel agent 
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THE ARTS 





5? 


cute craziness 

' Ble ^ “? ver ^PS looking Woody Allen's Everybody 
finds the SIZZling It is never less than Says lime You - 

• rashers of promise lff„ ^ V taffltant Yet had to operate Eke a pdter- 
« rr «-odd minutes we gelst. 

lose their crackle to say. -Stop. Please j5t when a movie seems 

a*«.- Pig In The atu « ^ ffl e “* ® rest How much quiet and normal a pop song 

good- thing. The oorcinp ™ ‘ * us that even non-musicals 

channer, who parted ^ , 7 he . ^ ck ^7 Plot must have tfeto CDs. Alter- 

otfr mEDions two years aso ipSh? 8 ^ is one prob- natively, in this week's 
hT winning Z]rJ ^ ^ "wfawtaray an> Dancing At Lughnasa, an 

Sd^sortfn^Sitt (Sr ? 3 being ***** ® defejed *>y « radio 

■fit* compuirgSpMrt Pursued by evu h “> “-“S -*gf S' 

into loquacity, is waylaid tn : *. 8 ' 

a big city en route to a BABE: PIG IN THE CITY teSl»SC^5S. 
tiie 0 fermef ^ Milter new Alain Resnais w>m, in 

f* £w 5E^ 

the duck, sounding Zre •*« Jannusdl P^r characters gone Pnm- 

than ever like Dustin Hoff- ^TT* »„„* _ 

man on speed. Babe fetches ON CONNAfT LA CHANSON thr^olte^^teete 

ff-sas 

• - WeU> every ‘ DANCING AT LUGHNASA lug it into a giant sonic 

' pat O’Connor squat. Year Of The Horse is 

™I~I_ that dreaded thing (by me at 

f K RIKN HOfiR least), a concert film. One- 

°Zu‘ SS ™ R and-three-quarter hours of 

the -Hollywood sign, the Brett Anwar wall-to-wall yowling ixxvcilv- 

Statue of Liberty, the Rio tog Ne a Toung and Crazy 

Oirwtand a bristling array TW1UGHT Horse, directed by attenrn- 

S Rot** Bento" foUdl ' !ro Jlm 

world is a theme park and 1,11 1 Jarmusch jettisons the 

you, the audience, can be Another is the paucity of good will he earned from 
interactive by choosing from good jokes. These are Strangers bi Paradise, Down 
our lavish visual-digital A la expended early on, mainly in • By Law and Dead Mart by 
carte. Not just places but a rapturously ftmny — and filming everything in 
anima ls. Not just animals beautiful - sequence of Ferxf- Super-8. A motorway on a 
blit fun, song, comedy, inand flapping after Babe’s fcggy night will give yon an 
action, slapstick and sentl- aeroplane before hitching a idea of average visibility; a 
ment." For Babe gets ride in a pelican’s bin. After soup-kitchen at lunchtime, 
involved with singing cats, a that we wait for crumbs of average level. At the 

chimpanzee family, an charm from the dependable, press show critfrs were seen 
. orang-trtan. a gang of dogs Babe, moments of visual to wince, hold their ears or 
- mid Mickey Rooney as a ensorcelment from the . sets, lapse into a defensive sltnn- 
T clown. and the barber-shop har- ber. • 

J Some of the small children many af the three mice, who Those still awake thought 
at the press show, not unsur- once more win audience the film was better when 
prisingly, looked stupefied, roars by chorusing the chap- "Young sang semi-unaccom- 
The director George Miller - ter headings. , panted, but he likes Crazy 

he only produced Babe I but * Horse and who are we to 

clearly saw sizzling rashers What better moment to argue? Offstage, little is bet- 
of promise in the sequel - address the role of music in ter. The group sets fire to a 
brings the bric-a-brac decor modem movie*? Ever since hotel bedroom, out of duty 
and elastic camera angles he the screen- musical died - . more than enthusiasm. One 
brought to Mad Max and unrevived by recent bids at member waxes educational: 
The Witches Of Eastwick. necromancy like Boita and -This is how you smoke a 



Technically briftant, but few {okas and even lass plot: sfapatfck an asnlh n wn t in ‘Baba: Pig bi The Ctty* 


joint’ And Young carries 
out his threat to u»ti us the 
history of the bend, Includ- 
ing the fate of two drug-de- 
mised members. (Haven’t 
these people seen and 
learned from 77ns Is Spinal 
Tapi?) Taken all in aU, Year 
Of The Horse Is the filmic 
equivalent of water torture. 
Suggestion for re-titling: 
“This Is Chinese Tap." 

On Commit La Chanson 
may work best, as it did for 
me at a first festival show- 
ing, when watched un-subtj- 
tled. Flawed Francophones 
faffing to follow the plot can 
invent their own reasons 
why the love-carousel'd Res- 
nais regulars - Sabine 
AzCma, Andr6 Dussollier, 
Pierre Arditi - keep lip- 
synching to song snatches. 

This is a comedy where 
everyone loves everyone else 
and Bea um archais complexi- 
ties ensue. Resnais may no 


longer be the avant-gardist 
of Last Year bi Marienbad, 
and this film no masterpiece, 
but he still likes to shock. 
The singing is like a series of 
surprise speech-balloons, 
coming from the heart by 
scenic way of the dia- 
phragm. 

In Brian Friel’s play Danc- 
ing At Lughnasa five sisters 
in 1990s Donegal experienced 
the growing up of the cen- 
tury. On stage the story had 
an elliptical grace. Emotions 
and meanings were felt 
between the lines. It was as 
if a play about tender nega- 
tion - repression of love, 
postponement of adulthood, 
denial of historical reality as 
mad missionary brother 
Jack comes home trailing 
the last clouds of Empire as 
the stormclouds of a new 
(disorder gather - distilled 
the positive by a kind of 
divine default 


Fat O’Connor's film of the 
play feels like The Archers 
gone Irish. Everything is 
folksy, winsome and “opened 
out”. That Is, people go for 
long walks instead of sitting 
still and letting us hear 
Friel's dialogue. 

The cast is led by Meryl 
Streep, knitting a fruitless 
accent by the fireside, 
while Kathy Burke and 
Sophie Thompson emote and 
Michael Gambon registers 
guppy-like naive wonder- 
ment as Unde Jack (Td like 
you all to have a love- 
child”). There is no sense of 
a surrounding community or 
a believable period, beyond 
the incessant nudglngs of 
the radio whose pre-second 
world war hits finally send 
everyone out for a liberating 
knees-up. 

Rush Hour is a relief. Here 
life is simple, test and mod- 
ern, with ez-Hong Kong 


stunt star Jackie Chan and 
ex-standup black comic 
Chris Tucker paired as cops 
investigating the kidnapping 
of the Chinese consul's 
daughter. 

Even in a buddy action 
thriller music can have its 
role. The two heroes from 
irreconcilable black, oriental 
backgrounds define their dif- 
ferences by rifling rival 
tunes at each other. (You are 
what you bop to}. Elsewhere, 
in the best action tradition, 
they smash cars, leap from 
tall buildings and confront 
velvet-cadenced English vil- 
lains (Tom Wilkinson sound- 
ing alarmingly like James 
Mason). 

Twilight is Old Hollywood 
in all senses. From the act- 
ing-wri ting-directing team oT 
Nobody's Fool - Paul New- 
man. Richard Russo. Robert 
( Kramer Kramer) Benton 
- comes this moodily antedi- 


luvian roman noir about an 
ex-private eye (Newman) 
uncovering murky secrets 
for, and among, the family 
he oddly houses with (Gene 
Hackman, Susan Sarandon, 
daughter Reese Wither- 
spoon). 

You cannot complain of 
decrepitude since that is vir- 
tually the film's subject. 
Hackman is dying. Newman 
is grouchy and rival detec- 
tive James Garner says 
things to him like “Prostate 
acting up yet?" 

Actually no one acts up. 
The restraint, whisked into 
Expressionist aquatints by 
ex-Kieslowski cameraman 
Piotr Sobocinski, becomes 
appealing, giving even the 
sub-Chandler plot a touch of 
elegy. As for the music, it 
sounCs like Max Steiner on 
downers, which is about the 
best way Max Steiner could 
sound. 


*£, - 



No magic the other side of the wardrobe 


THEATRE 


ALASTAIR MACAULAY 

The Lion, the WRch and ttn 


KoManthe Witch hapwtomfcne.lwnvendlheLion a wra ho ut ln Bn new BSC prockiotkm 


Royal Shake sp e a r e Company 

C-SXewis's classic children's 
story The Lion, the Witch, 
and the Wardrobe has - or 
so it occurs to me after 
watching the new Royal 
Shakespeare Company stage 
adaptation of it and remem- 
bering a story I once loved 
and re-read - its consider- 
able charms, its tiresome 
shortcomings, and two 
extraordinary virtues. 

The charm is partly that it 
is a cornucopia of world 
mythologies. Another factor 
is Lewis's gentle wit: any 
child can relish an adven- 
ture story that starts in a 
snowbound realm that is 
“always winter and never 
Christmas". 

The shortcomings are am- 
ply that Lewis’s story Is 
Christian, royalist and, 
worst, terminally English. 
The Christianity is patent; 
the royalism is, I suppose, 
harmless: onr tour heroes 


step through the wardrobe 
and inherit the royal thrones 
of Narnia by divine right. 
But the Englishness! The 
faun serves sardines on 
toast; Father Christmas 
adminis ters tw; Mr and Mrs 
Beaver know their place, 
and talk in ch armin gly work- 
ing-class dialect; and we are 
told that Giant Rumblebuf- 
fin comes from “One of the 
most respected giant fami- 
lies in Nanna.” . 

Still, the tmr virtues are 
heartstopping: And they are 
intimately connected at the 
centre of the story. One -is 
that one of the four children 
betrays his siblings to the 
White Witch. (Imagine The 
Wizard of Oz if the Tin Man 
had betrayed Dorothy ft £o 
to the Wicked Witch of the 
West!) Lewis makes Edmund 
the most weak, the most 
complex, and morally by fer 
the most interesting of the 
children. The other virtue is 
that Lewis dares to tackle 
the most bizarre central 
tenet of Christianity 
bead-om the Lord of .the 
World. Aslan the lion, gives 
himself up, in Ednu 
place, as the Witch’s 


is killed by her for Edmund's 
sins; end then — miracle of 
all miracles - returns from 
death to life and saves the 
world from eviL 
Alas, only a-fe wrof these 
features become, clear or 
Interesting in Adrian Mitch- 
ell's cosy little stage adapta- 

Ttie virtues of C-S 
Lewis’s classic 
story are not 
brought out by 
this cosy 
adaptation* 

Son. as staged by Adrian 
Noble. The wardrobe is OK. 
But the witch is a panto- 
mime bam. And the Son is a 
washout. The Englishness 
and royalism of the story are 
all too apparent, but the 
Christianity- is nervously 
handled and mrmmfl y nar- 
rated. Edmund - very well 
played in Act One by Wil- 
liam Mannerlng - suddenly 
fizzles out (thanks to bad 


dramatisation and direction) 
into a tepid plot device. 
Then, when the White Witch 
plunges her crooked dagger 
into Aslan’s heart, we're 
■ meant . to feel the end of all 
hope and all justice in the 
world; but here it seems 
merely a peculiar gesture in 
some black magic act. 
“What's happened to the 
lion?" asked an intelligent 
five-year-old at this point: 
the child is already a good 
critic. 

Becaus this is Christmas, 
Mitchell bas shoved songs 
in. What with his tepid lyr- 
ics, Shaun Davey’s crummy 
music, the RSCs incorrigible 
fondness for bad amplifica- 
tion and Adrian Noble's 
inability to stage a single 
production number effec- 
tively. this Lion, Witch, 
Wardrobe is the worst musi- 
cal I have seen in, oh. at 
least four months. There is 
not one rhythm that raises 
the pulse of the show, not 
(me melody to lift the heart 

Anthony Ward has pro- 
vided picturesque designs, 
but certain scene-changes 
are uncharacteristically 
clunky. Mark Henderson's 


li ghting lets us glimpse what 
sho uld he unseen and leaves 
anmaglcal wbat should be 
enchanting. Noble, Ward, 
and Henderson are all pro- 
fessionals: 1 don't doubt that 
they will turn this into a bet- 
ter show than ft currently Is. 
But Nobile doesn’t seem to 
believe in either Aslan or the 
Witch: the former is played 
by the most laborious actor 
in the cast (with some 
ghastly amplifications), the 
latter receives what I hope is 
the least serious and most 
superficial performance of 
Estelle Kohler’s career, and 
the story always sinks when- 
ever either of them is 
onstage. 

Because this is Christmas 
and because hordes of chil- 
dren and grown-ups are sim- 
ply happy to see beloved sto- 
ries acted out by real people, 
it will be watched with a 
great deal of dewy-eyed 
affection; and the story, 
fairly well told until Act 
Two, is spell-binding. Still, 
my eyes stayed dry; and the 
child in me got the fidgets. 


Sponsored by Wacky Ware- 
house: 


international 
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ADELAIDE 

OPERA _ . _ „ 

State Opera of South AustraSa 

The nine: second cycle of 
Washer's opera Perfonned m 
Australia for the first time since 
1913, The Ring is conducted by 

Jefli«y Tate and include 

AMSTERDAM 

°P®A u<lf 

Netherlands Opera, 

MuaieUheflfcsf 

Tat31 -20-551 B911 
The.Oueen of Spades: by 
Tchaikovsky. Conducted by 
Semyon Bychkov in a new 
staging by Lev DocBn. w 
international co-pwdu^TlS^- 

will travel to Florence and Rome. 
Dec 6, 8, ^ 

Barcelona 

exhibition 

Musau Picasso 

m- 34-3-319 6310 1Mg . 

Rcasso - Engravtngs 1900-1^ 

than 250 works from the muss* 


Picasso in Pare. It presents 
- -Picasso’s engravings as a diary, 
atfe^examtoatlonb^hls 
* 'amotions; Jt-foWows.the efferent 
thanes’ and tepHniciiestoat 
. inform the artfefs Work; from • 
Dec A.to Apr 4 - 

| BRUGES 
exhibition 
M usde MemEng 

Teh 32-50-44 6644 
From MemOrtg to Paurbus: 
exhibition illustrating Bulges’ 
Importance as an artistic centra 
In the 16th century. Covering toe 
period between Hans Memting 

(c.1 430/40-04) and Boer 

Pourbus (1523-84], it contains 
paintings, drawings, sculptures,, 
tapestries and manuscripts; to 
Dec 6 • 

CHICAGO 

OPERA 

Uric Opera of Chicago .. 

Tfefc 1-312-332 2244 
www.lyricopor^(gg _ • 

Rise and Fall of toe Ctty of ~ 
Mahagormy: by Kurt Wall, 
libretto by Bertoft Brecht - 
Conducted bySytvain . 

Cambrefing, whh a cast deluding 
. Catherine Maffltaho and Kim . 
Begley: De c 4, 7 . . 

COLOGNE 

OPERA ‘ . 

Oper der Stout 

rat 221-221 MOO . .. 

Die VSgefc first modem staging . 
for Walter Braunfels’s opera: 

****** m 1 21 *ST— ' 

by the Naas and largely . . 


forgotten until a recent recording. 
This production is conducted by 
Bruno Wefll and staged by David 
Mouc*i^-Samorai; Dec 6 

FLORENCE 1 

opera • 

Teatro Corounate 

Tet 39-055-211158 
wuw.maggk3Gorentino.corn. 

La Bohdme: by Puccini. 
Conducted by Semyon Bychkov 
In a staging by Jonathan MDlec 
Dec 3 

FRANKFURT 

OPERA 
Oper Frankfurt 
Teh 49-69-21237 996 
www.frwMgt-business.de/oper 
Die ZauberflOte: by Mozart 
Conducted by Guido Johannes 
RumsZadt in a staging, by Alfred 
Wrehner, WHh a cast including 
Britta Staflmeteter and Kirsten . 
Blanck; Dec 3. 5, 7 

HBXSINKI 

OPERA 

Finnish National Opera . ... . 
Tdb 358-&4Q3 021 
Anna Boterta; by Donizetti 
Conducted by Maurizio Barbacin/ 
in a new staging by Jussi Tapda, 
with designs by Arina Kontek; 

Dec 4, 8 

HONGKONG 

CONCERTS 

Cultural Centre Concert Hal 

' HK Philharmonic Orchestra: violin 
scQst'Dmttry Sittovetsky features, 
in works by Weffl, Moeart and 


Beethoven; Dec 4, 5 


Dec 4,t5y 7, 8, 9 


LONDON 

CONCERTS 

-Barbican Hall 

Tel: 44-171-638 8891 

London Symphony Orchestra: Sir 

CoGn Davis conducts a series of 

works by 0gar, Dec 6, 9 

Royal Festival Hail 

T eh M-1 71 -960 4242 
Messiah: by HandoL Performed • 
by toe Mozart Festival Orchestra 
and Chorus in 18th century 
costume and a candlelit-style 
setting. Ian Watson is toe . 
conductor; Dec 5 

WigmoreHaB 

Tet 44-171-935 2141 
Fad Say: Turkish pianist makes 
his first London recitaL Music by 
Bach, Berg and Mozart features, 
as well as some of Say's own 
compositions; Dec 7 

OPERA. 

English National Opera, 

London CoBseum 
Tel: 44-171-632 8300 
Boris Godunov, by Mussorgsky. 
Conducted by Noel Davies in a 
new staging by Francesca 
Zambelto, with sets by HikJegard 
Bechtter. Gldon Saks sings toe 
tttte rote; Dec 4, 0 

THEATRE 
National Theatre 
Tet 44-171-928 2252 
Betrayal: by Harold Pinter. Trevor 
Nunn directs Pinter’s 1978 play, 
with a cast hefuding Anthony 
Calf and Imogen Stubbs; 

Lyttteton Theatre; 


MANCHESTER 

CONCERT 
Bridgewater Haii 
Teh 44-161-907 9000 
London Symphony Orchestra: 
conducted by Sir Colin Daves in 
works by Elgar and Brahms; 

Dec 3 

NEW YORK 

CONCERTS 

Avery Fisher Hall, Lincoln 
Center 

Teh 1-212-875 5030 
www. lincolncenter. org 
New York PhitoarmoniK 
conducted by Kurt Masur In 
works by R. Strauss. With 
soprano Deborah VWght and 
horn soloist Phffip Myers; 

Dec 3, 4, 5, 8 

OPERA 

Metropolitan Opera, Lincoln 
Center 

Tel: 1-212-362 6000 
www.metopwa.org 

• La Traviata: by Verdi 
Production tv Franco Zeffirelli 
with a cast including Patricia 
Racette and MarcekJ Alvarez. 
James Lewie is toe conductor 
Dec 4 

• Le Nozze de Figaro: by 
Mozart Production by Jonathan 
Muter, with a cast including 
Felicity Lott and Barbara Bonney. 
James Levine conducts; Dec 5 

PARIS 

CONCERT 

SaHePieyeJ 


Tel: 33-1-4561 6589 
Orchestra de Paris: conducted 
by Emmanuel Krivine in works by 
Brahms, Beethoven and Dvorak; 
Dec 3 

OPERA 

Op6ra National de Paris, Op6ra 
Bastille 

Te/: 33-1-4473 1300 
www.opera-de-paris.fr 
The Merry Widow: by Franz 
Leh&r. Conducted by Armln 
Jordan and with a cast including 
Frederica von Stade; Dec 4. 8 

Thdatre des Champs Elysees 
Td: 33-1-4952 5050 
The Magic Flute: by Mozart. 
Jean-Qaude Malgoire conducts 
arid toe staging is by Pierre 
Constant With La Grande Ecurie 
et la Chambre du Roy and toe' 
Maftrise du Centre de MusiQue 
Baroque de Versailles; Dec 5, 7, 

9 


ROME 

CONCERTS 

Accademia National di Santa 
Cecilia 

Tet 39-6-6880 1044 
Orchestra and Choir of the 
Accademia NaztonaJe di Santa 
Cec: conducted by Myung-Whun 
Chung in works by Mozart and 
Mendelssohn; Dec 6, 7, 8 

TOKYO 

CONCERT 

Orchard HaB, Bunkamura 
Tet 81-3-3477 9999 
Silent Cities: the Tokyo 
PttBfiannonic Symphony 
Orchestra performs toe world 


premiere of Mark- Anthony 
Tumage’s composition, it ends a 
year-tong festival of British 
contemporary music, Dec 5 

WASHINGTON 

EXHIBITION 
National GaUery of Art 

Tel: 1-202-7374215 
wwwjrga.gov 

Edo: Art in Japan 1615-1868. 
Consulting of almost 300 works, 
this exhibition provides a 
comprehensive survey of 
Japanese art produced during 
the prosperous and peaceful Edo 
period; to Feb 15 

■ TV AND RADIO 

• WORLD SERVICE 
BBC World Service radio for 
Europe can be received in 
western Europe on medium wave 
648 kHZ {463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

Q6J30: Moneyim with Lou Dobbs 
1330: Business Asia 
19.30: Work 1 Business Today 
22.00: World Business Today 
Update 

m Business/Market Reports: 
05:07; 06:07; 07:07; 0820; 0920; 
1020; 1120; 11:32; 1220; 1320; 
14*20. 

At 0820 Tanya Beckett of F7TV 
reports five from UFFE as the 
London market opens. 
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FINANCIAL TIMES THURSDAY DECEMBER 3 1998 


COMMENT & ANALYSIS 


F or more than a 
year, the global 
economic crisis, 
which began In 
Thailand July 1997 and 
spread rapidly throughout 
east. Asia, and then to Russia 
and Latin America, has dom- 
inated the world economy. 
Almost every country in the 
world has been affected to 
some degree. In just a few 
short months, some went 
from robust growth to deep 
recession. 

The social consequences of 
this sharp downturn are 
already apparent: children 
dropping out of school, mil- 
lions of people either falling 
back into poverty or coping 
with already desperate 
circumstances, and poorer 
health. 

The crisis caught most 
economic forecasters off- 
guard. Even today, no one 
can predict how long the cri- 
sis will last or how deep it 
will be. But in the midst of 
this great uncertainty, it is 
important for us to have a 
sense of where the world 
economy is going, what has 
brought us to this juncture, 
and what we can do to 
improve our current outlook 
and to make another such 
global calamity' less likely. 

A new World Bank report 
tries to provide this informa- 
tion. Global Economic Pros- 
pects and the Developing 
Countries 1998-99 examines 
the anatomy of the Asia cri- 
sis and assesses both the 
short and long-term outlooks 
for the world economy in its 
wake. As the report makes 
clear, there is not unanimity 
on many of tbe key issues 
surrounding tbe crisis. But it 
is another step toward 
understanding the nature of 
the crisis, analysing the 
world’s response, and provid- 
ing some guidance on how 
we can make crises less 
frequent in the future. 

A snapshot of the world 
economy today shows a situ- 
ation dramatically different 
from just a year ago. Devel- 
oping countries have been 
hardest hit. Their per capita 
growth is expected to slow 
this year to 0.4 per cent, 
down from 3.2 per cent last 
year. In 1998. 36 countries 
that account for more than 
40 per cent of the developing 
world's gross domestic prod- 
uct and more than a quarter 
of its population will likely 
see negative per capita 
growth. By comparison, in 
1997 per capita income fell in 
only 21 countries that 
accounted for 10 per cent of 
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Lessons of the 
Asia crisis 


The Dow may be over 9,000 and US economic growth strong 
but most of the world remains mired in an Asian slump 


the developing world's GDP 
and 7 per cent of its popula- 
tion. 

How did east Asia, the site 
of miraculous economic 
growth for three decades, 
find itself in the eye of such 
a storm? 

There is no single culprit 
for the problems that have 
beset the region. The eco- 
nomic situation in each 
country differed. But Global 
Economic Prospects con- 
cludes that the origins of the 
crisis lay fundamentally in 
tbe interaction between two 
things: the difficulties of 
domestic financial liberalisa- 
tion and the problems associ- 
ated with volatile inter- 
national capital markets. 

Unlike tbe Latin America 
debt crises of the 1960s. the 
east Asian crisis was not 
characterised by excessive 
sovereign borrowing or 
severe macroeconomic 
imbalances. Altbough the 
current crisis has proved to 
be much harder to remedy, 
it has taught us that the pri- 
mary role for fiscal and mon- 
etary policy in future finan- 
cial crises should be to shore 
up demand, expand the 
social safety net. recapitalise 
banks, and restructure cor- 
porate debt. Social safety 
nets in particular must be a 
central component of the 
policy response. Excessively 
contractionary policies, in 


economies beleaguered by 
highly indebted firms, lead 
to high rates of bankruptcy, 
making the tasks of corpo- 
rate and financial sector 
restructuring and the resto- 
ration of business confidence 
more difficult. 

The crisis in east Asia 
revealed how difficult it is 
for developing countries to 
manage enormous private 
flows without adequate expe- 
rience. 

To deal with the risks 
posed by large capital flows, 
especially significant when 
financial systems are weak, 
the report suggests that 
reforms must be comprehen- 
sive. and include a combina- 
tion of more flexible macro- 
economic policies, tighter 
financial regulation and. 
where necessary, restrictions 
on capital Inflows. Financial 
sector liberalisation, which 
can greatly increase the risk 
of a crisis, must be accompa- 
nied by stringent regulatory 
oversight. 

While the policy' mix will 
vary according to each coun- 
try's particular circum- 
stances. social protection 
needs to be at its centre. 
Sadly, the poorest countries 
are unlikely to develop 
robust safety nets in the 
immediate future. In Indon- 
esia and Thailand alone, the 
number of people falling 
back into poverty in 1998 


could reach 25m. For poor 
people in countries without 
an adequate safety neL the 
crisis has had devastating 

consequences. 

Nevertheless, there is 
some cause for optimism. 
Although 1999 is likely to be 
another year of slow growth 
in developing countries, 
their situation could 
improve in 2000 and follow- 
ing years. Policymakers 
have recently announced a 
number of welcome steps 
designed to foster world eco- 
nomic recovery in the 
medium-term including 
interest rate cuts in the 
United States and Europe, a 
fiscal stimulus and financial 
revitalisation package in 
Japan, agreement on a Bra- 
zilian fiscal package and a 
precautionary !ine-of-credit, 
and a Japanese-led $30bn 
assistance package in Asia. 

The crisis has also forced 
international financial insti- 
tutions to examine how they 
responded to the crisis, and 
what lessons they might 
take on board in managing 
future crises. 

The World Bank, for its 
part, has re-affirmed its 
belief that social policy 
concerns need to be centre- 
stage. While never a substi- 
tute for sound, pro-growth 
economic policies, social 
safety nets can help cushion 
the worst effects of tbe crisis 
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on the poor and other vul- 
nerable groups. After all, it 
is people, not governments. 
that live out the harsh real- 
ity of crisis. 

Another lesson we have 
taken to heart is that a stan- 
dard -one-sue-fits-air 
response to a financial sector 
crisis, such as east Asia's, 
clearly did not work and 
imposed a heavy cost on 
many in the region. 

We must adopt a more 
comprehensive approach to 
crisis management that 
adopts more flexible 
exchange rates, tighter fiscal 
policy, and where necessary’. 

some form of restrictions on 
short-term private capital 

flows. In other words, we 
must be more nimble and 
open-minded when respond- 
ing to crises, and less influ- 
enced by the standard rescue 
formulae that worked well 
back in the 1980s debt crisis 
or, in more recent years, in 
Mexico's economic crisis. 

While tbe World Bank and 
its sister institutions con- 
tinue to reflect os the les- 
sons of east Asia, wider ' 
events over the past year 
may well herald a new. more 
realistic and stable environ- 
ment for developing coun- 
tries. 

We now have a better 
understanding of the institu- 
tional infrastructure that is 
required to make market 
economies work. Tbe inter- 
national community is giv- 
ing serious attention to nec- 
essary improvements in the 
international financial archi- 
tecture. There are many 
such improvements. The 
most important include: bet- 
ter bankruptcy laws; greater 
receptivity to interventions 
designed to stabilise capital 
flows: greater willingness to 
accept debt repayment 
standstills and arrangements 
entailing more equitable 
burden -sharing: and more 
recognition of tbe need for 
responses to crises that are 
better adapted to tbe circum- 
stances of the country, and 
to protecting the most 
vulnerable within them. 

These improvements in 
domestic institutions and in 
the international financial 
architecture will enable 
greater n ambers of countries 
to eqjoy more of tbe benefits 
and minimise the ail-too- 
obvious perils of the global 
economy. 


LETTERS TO THE EDITOR 


Charge of collective amnesia does 
little justice to Japanese apologies 


From Mr Sodoa/d Numala . 

Sir, Your articles on Presi- 
dent Jiang Zemin’s visit to 
Japan (Naoko Nakamae, 
James Kynge and Paul 
Abrahams, 28 November! 
contained misleading gener- 
alisations. 

Hiromu Nonaka, chief cab- 
inet secretary, speaking at 
his press conference on 

November 27, mentioned 
President Jiang's remark in 
the summit meeting. Mr 
Jiang said: "Although some 
people claim that history is a 
finished business, we should 
not forget that period of his- 
tory and. this should be the 
basis for Japan-China friend- 
ship in the future.’' Mr Non- 
aka went on to say that he 
shared the sentiment as a 
politician who had lived in 


such an era. Further, Mr 
Nonaka was again quoting 
President Jiang, who used 
the expression “a small 
group of Japanese milita- 
rists" in his meeting with 
Prime Minister Keizo Obu- 
chi. In. underscoring the 
point that we Japanese could 
not erase the fact of having 
waged war in China, creat- 
ing many victims on both 
sides. 

In Japan, the process of 
soul-searching and debate 
led to the unequivocal 
expression by the then prime 
minister. Tomiichi Muray- 
am a, on August 15 1995 of 
“deep remorse and heartfelt 
apology" over Japan's colo- 
nial rule and aggression dur- 
ing a certain period in the 
past. The same message was 


Sadaaki Numata. 
Foreign ministry 

spokesman, 

2-1-2 Kasnmigoseki 
Chiyoda-ku 
Tokyo, Japan 


Institutions of Emu unsuited 
to exchange rate system 


From Mr Robert Solomon. 

Sir. My admirable friend 
Fred Bergsten has chosen a 
strange bedfellow in joining 
Oskar Lafantaine in a plea 
for a system of target zones 
for exchange rates. (“How to 
target exchange rates", 
November 20). 

Prof Bergsten presents ail 
tbe usual arguments for 
such a system aimed at pre- 
venting misalignments of 
exchange rates. But when it 
comes to enforcing the sys- 
tem - keeping exchange 
rates within the agreed 
limits - he would rely first 
on central bank interven- 
tion. but to “assure credibil- 
ity" central banks would 
have to be prepared to “alter 
their monetary policies to 
defend the ranges". That 
raises two problems. One is 
that the new European Cen- 
tral Bank is not prepared, if 
it is authorised, to divert its 
attention from its “primary 
objective'’ of prioe stability. 

The other problem for all 
central banks, is that the 


diversion of monetary poli- 
cies to influencing exchange 
rates could have undesired 
effects on national econo- 
mies. The obvious solution 
to this problem would be to 
use fiscal policy to offset 
those undesired effects. But 
Prof Bergsten does not men- 
tion fiscal policy in his 
article. Furthermore, fiscal 
policy is hardly flexible in 
any major country and is 
strongly constrained in the 
euro-zone by the Stability 
and Growth Pact. 

Before we consider adopt- 
ing target tones, let us make 
fiscal policy more flexible 
and usable. That is likely to 
be desirable to the individ- 
ual member states of Emu 
even in the absence of target 
zones. 


UK’s equity 
culture lifts 
payout figures 


Robert Solomon, 
guest scholar, 

The Brookings Institution, 
8502 W .Howell Road, 
Bethesda. 

Maryland 20817 
USA 


From Mr William Claxton- 
Smith. 

Sir, John Flynn l Letters. 
November 25) criticises UK 
companies for paying out 
excessive dividends. What 
his analysis ignores is that 
UK companies have a higher 
level of equity funding com- 
pared with their interna- 
tional peers which are more 
reliant on bond and bank 
finance and pay out interest 
rather than dividends. 

The success of income- 
producing equity invest- 
ments shows the retail 
investor is still keen on 
receiving an income on his 
investments and the fact 
that this need has histori- 
cally been met may explain 
the greater inclination of UK 
investors to equity. 


William Claxton-Smith. 
director. UK equities. 
Clerical Medical Investment 
Group. 

15 St James's Square, 
London SWlY 4LQ. UK 
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The Koran and the sword 


F or the 56th time in 
75 years. Turkey is 
set to get a new 
government Unless 
politicians get it right this 
time, there is a danger that 
the next, or the next but one, 
might be headed by an 
Islamist, or by a man in 
military unif orm. 

Yesterday's decision by 
Suleyman Demirel. Turkey's 
74-year-old president, to ask 
his lifelong rival. 73-year-old 
Bfilent Ecevit, to form a new 
government, is both ironic 
and revealing. For when the 
leftwing Mr Ecevit was last 
prime minister, he earned 
the bitter enmity of Mr 
Demirel for enticing mem- 
bers or his rightwing party 
to support Mr Ecevit’s coali- 
tion government. 

“You may have declared 
yourselves a government, 
but you will never be able to 
govern." Mr Demirel 
declared, denouncing tbe 
1978 coalition as a “shameful 
administration". Two years 
later, as the country 
descended into faction- 
fighting and urban violence, 
the democratic order was 
overturned in a military 
coup. 

Mr Demirel must be hop- 
ing his words do not come 
back to haunt him now. A 
stalemate at tbe heart of 
Turkish politics has forced 
the president to turn to his 
old enemy as the only man 
capable of holding together a 
coalition government of 
political opponents who are 
as embattled today as their 
predecessors were In tbe 
19705- 

There is a terrible sense of 
dijd vu in this. Yet the need 
for a stable administration 
In Ankara could scarcely be 
greater. Its international 
relations are in a state of 
upheaval, above all with the 
European Union, its most 
important neighbour and 
trading partner. And there is 
a vacuum in its domestic 
politics. Into which either 
the growing Islamist move- 
ment or the powerful Turk- 
ish military could step in. 

Turkey’s neighbours in the 
| Middle East, and allies in 
! Nato. are looking on with 
considerable anxiety. The 
lack of political stability is 
also causing some soul- 
searching within Turkey's 
business community, in 
spite of a certain resilience 
in the economy, which is 


Leyte Boulton and Quentin Peel wonder whether Turkey’s squabbing 
and ageing politicians will ever be able to form a stable government 
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BiMent Ecevit asked to form Turkey's new government Reuters 


still battling inflation of 
around 70 per cent a year. 

On the international front, 
the failure of the EU last 
year to accept Turkey as a 
fully-fledged candidate for 
membership has alienated 
tbe entire political establish- 
ment. At the same time, the 
fact that the EU is negotia- 
ting to admit Cyprus, with- 
out reconciling the Greek 
and Turkish parts of the 
island, is seen as further evi- 
dence of betrayal. 

Against that background, 
the country has been swept 
by a wave of resentful 
nationalism over the refusal 
of Italy to extradite Abdul- 
lah Ocalan, leader of the 
Marxist PKK, the Kurdish 
independence movement 
which has been fighting a 
brutal guerrilla war for 
almost 15 years against the 
'Turkish army. 

At home, the main secular 
political parties are threat- 
ened by the rise of an Islam- 
ist movement that draws Its 
support from the urban poor 
and which emerged as the 
largest single party at tbe 
last elections in 1996. The 
Islamists are regarded with 
deep suspicion, if not open 
hostility, by Turkey’s power- 
ful military establishment. 
There Is a real possibility 
that if tbe Islamists, in the 
form of Fazflet - the Virtue 
party - were to emerge as a 
likely future government, 
the army would Intervene to 
protect tbe secular nature of 
the constitution. 

Most analysts in Turkey 
believe that the single most 
important source of trouble 
In the political system lies 


with the structure of Turk- 
ish political parties. The 
supreme power enjoyed by 
party leaders, who nominate 
all candidates for parlia- 
ment, Inhibits internal 
debate. As one western dip- 
lomat puts it: “From the 
moment [MPs] are elected, 
they serve only the interests 
of the party leaders and for- 
get about their voters." 

As Messrs Ecevit and 
Demirel can attest, the sys- 
tem bas also ensured 
remarkable longevity for 
Turkish political leaders. 

“Instead of being agents of 
change. Turkish political 
parties are obstacles to 
change." says Gokhan 
Qapoglu. who was expelled 
from the Democratic Left 
party for challenging the 
policies of Mr EceviL 

The other problem is that 
ever since the military 
rewrote tbe constitution 
after 1980. political parties 
have had barely distinguish- 
able programmes. "Most 
party members do not know 
what the basic principles of 
their own parties are." says 
Omer Faruk Genfkaya. a 
political scientist at Bllkent 
University In Ankara. "We 
do not see any colour differ- 
ences between party pro- 
grammes." 

With, two left-of-centre par- 
ties that are virtually identi- 
cal. and two right-of-centre 
parties that are equally simi- 
lar, no wonder voters are 
confused. According to one 
poll, 42 per cent of voters are 
undecided about how or if 
they would vote in the next 
election, which could come 
as soon as April. 


The main beneficiaries of 
this indecision have been 
Turkey's Islamist politicians, 
whose socially caring, anti- 
corruption and moralising 
platform at least offers vot- 
ers something different 

“Islam is a threat in tbe 
sense that they are using 
religion to promote them- 
selves." says Mr Capoglu. 
"Once they start. It is not 
easy to stop. But if Turkey 
fails to take action against 
the causes of tbe rise of 
Islam, rather than its conse- 
quences. Islam may become 
a larger threat." 

The vital question now is 
how the military would react 
to this state of affairs. 

In contrast to tbe political 
establishment, the army is 
popularly regarded as the 
country's single most- 
respected institution. Last 
year, the military in effect 
ousted the first Islamist-led 
government by applying 
irresistible pressure on Nec- 
mettin Erbakan, tbe prime 
minister, to resign. In Tur- 
key. it was called a "soft" 
coup 

Few believe the military 
would allow Islamists a sec- 
ond chance in government. 

The Turkish constitution 
is clear it bans “any Inter- 
ference whatsoever of sacred 
religious feelings In state 
affairs and politics". 

Nevertheless, Mumtaz Soy- 
sal. a former foreign minis- 
ter and now a columnist for 
the daily HQrriyet. says that 
in the past, the army has 
been prepared to allow' some 
deviation from a rigid inter- 
pretation of the constitution. 

But there are limits. If 
such deviation were to reach 
“a level where the founda- 
tion of the secularist repub- 
lic is threatened, for 
instance If politicians say 
that people should bo free to 
apply Islamic law, or make a 
non-secular republic, then 
the guillotine falls," Mr 
Soysal says. 

The military does not 

want to intervene again, 
because it would dasb hope- 

Turkey being able to join 
the EU. which insists on the 
rule of democracy. But an 
Islamist government would 
bo equally badly received. 

As one senior western dip- 
lomat in Ankara said: “You 
can forget ahoul Turkey's 
application to join the EU if 
they have any say In future 
developments." 


1 ! ^ ' 


conveyed face-to-face by 
Prime Minister Obuchi to 
President Jiang. 

To dismiss 3tl this as “col- 
lective amnesia" on Japan’s 
part seems not only to be 
biased but also to do little 
justice to the exchanges 
between the Japanese and 
Chinese leaders in which 
they discussed the past in 
earnest and set the frame- 
work for a partnership of 
friendship and co-operation 
for the future, thus marking 
a new phase in Sino- 
Japanese relations. 
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Australia's thintquarter growth 
figures confirm in a dazzling vray 
tbstthis is one Pacific Rim coun- 
try not caught up in economic 
crisis- While Australia's close 
trading Jinks with Asia might 
have been a means of transmit 
ting the contagion, its economy 
is actually growing at 5 per cent, 
one of the highest rates in the 
Organisation for Economic 
Co-operation and Development. 

Oae of the main reasons is a 
pragmatic approach to monetary 
policy. Unlike neighbouring New 
Zealand, which worked itself into 
recession for its pains, Australia 
did not raise interest rates 
when its currency started to 
fan. ; 

Instead , it accommodated a 
■ trade-weighted deprecation of 
some 25 per ceot in the 18 
months to August, and even 
allowed Interest rates to fall 
quite sharply in the first few 
months of the crisis. The result- 
ing growth record vindicates its 
policy of distinguishing between 
a real external shock and depreci- 
ation caused by Internally 
generated difficulties. 

The depreciation has limited 
the -impact of falling commodity 
prices. Australia is also in any 
case less dependent on commod- 
ity exports than it was a decade 
ago. It is easier to find new out- 
lets for its bulk mineral products 
than has been the case for New 
Zealand, which relies on its 
heavily marketed agricultural 
products. 


Still, it is not all plane wrOhy 
The counterpart of rapid growth 
has been a -widening of the bal- 
ance of payments deficit to over 5 
per cent of gross domestic prod- 
uct. Arguments that this rfvm i ri 
reduce naturally as the rest of 
the region begins to recover y nri 
Australia's own economy slows 
may be somewhat sanguine. Aus- 
tralia's domestic savings rate in 
the mid-teens is higher th an that 
of the UK or US, but the gap with 
investment is large. 

Also, there must be some 
doubts about whether inflation 
can' hold at its present levels of 
anmnd 1,5 per cent The Reserve 
Bank’s decision to cot interest 
rates by a quarter percentage 
point even as the growth figures 
were being announced signals 
few worries on this score. 

Perhaps the economy will slow 
down quite sharply. If not, the 
authorities will face a difficult 
test of deciding how far to 
tighten the reins while the exter- 
nal environment, remains weak. 

Yet persistent low Inflation 
also shows the greater competi- 
tive pressures introduced into 
Australia through a long period 
of economic reform have really 
begun to bite. Gone, it seems, are 
the bad old days of the wage- 
price spiral and dosed markets. 

Australia was once regarded as 
one of the more hopeless cases in 
the industrial world. Its response 
to the Asian crisis suggest this is 
an economy whose prospects 
should now be taken seriously. 
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Net commerce 


When the US government's 
working group on electronic com- 
merce first met in December 1995, 
only 10m people were .connected 
to the internet Three years later 
- as the group reported on 
Monday - the figure is 140zn. 

More significant than that 
increase in scale, however, has 
been the transformation of the. 
net Into a global highway for 
electronic transactions. • 

It. is a tribute to U$ internet 
policy - and to Ira Magazine?, its ' 
guiding spirIC - that, this has 
come about without a- cumber- 
some regulatory framework and - 
a new layer .of tax. 

By emphasising the need to 
keep the net free of intrusive gov- 
ernment regulation, and heading 
off the threat' of "bit taxes” on * 
the How of internet traffic, the - 
US has done the net a great ser- 
vice. It has also responded with 
commendable sensitivity to the 
concerns of. other governments, 
ensuring that though the net -has 
distinctively American roots, its 
future is a shared responsibility. 

Several issues remain unde- 
cided, however. One of these is 
the conflict between the US and 
the European Union over how to 
ensure privacy for internet users. 
There are signs that a resolution 
to this dispute is possible; and 
the risk of precipitate action by 
the EU has receded. 

In general, the US approach 
has been to avoid overly prescrip- 
tive government intervention. 


This is allowing private-sector 
solutions to emerge to issues 
such as proving the identity of 
online customers, or creating 
standards far new types of elec- 
tronic money*. 

This approach has usually paid 
off. There are a few areas, how- 
ever, where the US is itself guilty 
of clumsy action. Despite some 
relaxation of the rales, it still 
Imposes unnecessary restrictions , 
on the export of. some forms * of - 
encryption, hampering the devel- 1 
opment of cross-border electronic 
commerce. And it takes an exces- 
sively heavy-handed approach to 
protecting the intellectual prop- 
erty of US brand-owners. 

Foreign governments tempted 
to criticise US inconsistencies 
should beware, however. Though 
US internet poBcy is not above 
reproach, its instinct for flexible, 
evolving private-sector solutions 
Is greatly preferable to the more 
diriffiste attitudes that still 
prevail in many, other countries. 

If the next three years of the 
internet are as fruitftt) as the pre- 
ceding ones, there is much scope 
for optimism. Two hopes in par- 
ticular are worth highlighting. 
As other governments start to 
create legal frameworks for elec- 
tronic commerce, they should fol- 
low the US light-touch model. 
And as US policy develops with- 
out Mr Magazines- - who is leav- 
ing the White House - it is to be 
hoped that it retains ■ the same 
international sensitivity. 


Starting rate 


The next few weeks will see a 
flurry or speculation over, what 
the starting interest rate for 
European economic and mone- 
; tary union will be. There is stifl a 
chance that the launch of Emu 
could coincide with a valuable 
rate cut - if the European 
Central Bank is bold enough- 
. The euro-zone central banks 
rqtwft under heavy criticism for 
their. inaction during the recent 
period of global financial turmon. 
although the process of interest 
rate convergence meant tnat 

there was some monetary easing 
in the euro-zone as a whole. 

- Now that the immediate crisis 
has passed, there is not so 
pressJnTfor lower ratesJButat 
Sesame time, the domestic eo> 
manic cose for a rate cut has 

been buiMinftJ f 
the global slowdown ht home. _ 
On Tuesday, even *** pre 
ouslv optimistic Wta 
bens, president of the ECB, down- 

coxtid.be lower still. Business 
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push price pressures lower than 
they have been for many years. 
Euro-zone inflation is now 1 per 
cent, and shows little sign of 
pjrfcjng up. Wage claims are man- 
ageable, and should r emain, so, 
with only marginal foils in unem- 
ployment rates. And the ECUs 
choice of a generous reference 
rate for broad money growth of 
4.5 per emit leaves it a fair 
margin for manoeuvre. 

The effect of interest rates cm 
the euro exchange rate should 
also not be ignored. With the Fed 
now perceived to-be a rate-cutter, 
there is a risk that a stubborn 
ECB could send the. euro soaring. 
This would have heavy costa, 
both for European growth, and. 
for the ability rf Europe to help 
absorb the trade shocks in the 
world economy. ■— ... 

Finally, if there is to be a rate, 
cut at all - as almost all com- 
mentators now expect - there is 
a purely practical reason why it 
would be better to have it at the 
outset. It is crucial that the Ant 
few months of Emu go smoothly- 
Uncertainty over whether a rate 

cut VtZtm*** 7W®“ bean 

unnecessary complication- ■ 

The inflationary risks ttf aa 
interest rate cut of, say/W baste 
£^are newbie- The a«H 
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ease. should not be missed. 


Please wait in departure lounge 

Michael Skapinker looks at a terrible 18 months for Boeing and argues 

that there may be worse to come 


I f you peer through the 
chain-mail ..fences around 
desert airports in Arizona 
and California these days, 
you wifi see something not wit- 
nessed since the aftermath. of the 
Gulf war and the last recession: 
surplus Boeings arriving, fox 
storage. 

The aircraft are largely older 
models hutnp discarded by Asian 
airlines, whose profits have tum- 
bled -in the wake of the region's 
financial crisis. Boeing; the 
world's largest aircraft maker, 
has been worried about the Asian 
crisis for months, but was confi- 
dent It- codd ad! any unwanted 
aircraft elsewhere. 

Late on Tuesday, however, 
'Boeing admitted fhnf the Asian 
crisis went beyond anything Ms 
executives bad feared - and the 
effects on the group would be 
severe. "The situation in Asia 
has . worsened dramatically ," 
Philip Condit, Boeing’s chairman, 
said yesterday, it's much deeper 
and more prolonged than we first 
estimated.” 

The result is that Boeing now 
forecasts that its profits next 
year will be 25 per cent lower 
than expected. About 20 per cent 
of the Boeing workforce - nearly 
50.000 people - will lose their 
jobs. Output of Boeing aircraft 
models, particularly its flagship 
four-engined 747. will be cut back 
sharply. And Boeing will make 
no money whatever this year on 
the 550 commercial aircraft it 
plans to deliver to airlines. “Iris 
not a pretty picture," Harry 
Stonecipher, Boeing's president, 
admitted. 

The announcement capped a 
miserable 18 months for Boeing. 
Late last year, it had to suspend 
production of 747 and 737 jets for 
a month when its old-fashioned 
Seattle factories seized up with 
the strain of trying to produce 
too many aircraft. The group, 
renowned fra- treating its exeat- 
fives gently, has this year sacked 
several of them, including Ron 
Woodard, head of its commercial 
aircraft division. Yesterday, ana- 
lysts were again asking how long 
Mr Comfit could survive. 

Just how much trouble is Boe- 
ing In? For the next few years, 
quite a lot Net earnings for this 
year are expected to be slightly 
above Jibn, as previously fore- 
cast But net anmlngH next year 
are now expected to he between ’ 
$L5bn and $U8m, compared with 
forecasts of $2bn. 

Operating margins on commer- 
cial aircraft, which accounted for 
59 per cent of Boeing’s turnover 
last year, "are expected to rise 
from aero this year to only 2 per 
cent to 3 per cent in 1999. They 
are then expected to fall back 
slightly in 2000, because Boeing 
wifi be delivering more of its 
newer model aircraft, which have 
lower initial profit margins. 

How did the world's leading 
aircraft maker, and one of the 
world’s moat admired companies, 
reach this state? One possibility 
is that Boeing blundered by buy- 
ing McDonnell Douglas, also of 
the US, last year, distracting 
managers from their central task 
of making commercial aircraft 
While the -purchase of McDon- 
nell Douglas, and the long battle 
to win approval for the deal from 
a hostile European Commission, . 
did indeed consume much of Boe- 
ing's time, in foci the acquisition 
has stood the group In good 
stead. McDonnell Douglas, the 
world's largest maker of military 
jets, came with a substantial 
defence business, increasing Boe- 
ing's defence and space revenues 
from *5.8bn in 1996 to *l&lbn last 
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year. This was handy at a time of 
trouble in the civilian aircraft 
business. 

While profits from commercial 
aircraft have plunged, the mili- 
tary business has remained resil- 
ient with operating margins of 7 
per cent to 8 per cent this year 
expected to increase to 9 per cent 
next year and up to 10 per cent 
by 2000. While the last downturn 
in the commercial aircraft busi- 
ness, in the early 1990s. coincided 
with the sharp fall in defence 
spending that fallowed the end- 
ing of the cold war, military busi- 
ness is likely to be more depend- 
able this time round. 

So if it was not the McDonnell 
Douglas takeover that caused 
Boeing's problems, what was it? 
One of the most important rea- 
sons for Boeing’s difficulties was 
its antiquated production meth- 
ods. Unlike the US motor indus- 
try, Boeing has not laced pres- 
sure to modernise, from, learn 
well-organised Japanese compa- 
nies. Boeing’s only real competi- 
tion came from Airbus Industrie, 
the European consortium. 
Because Airbus seemed a less for- 
midable competitor, the US com- 
pany foiled to take it sufficiently, 
seriously for many years. 

Airbus's manufacturing has 
long been more capital intensive 
than Boeing’s. While workers 
swarm around the aircraft at 
Boeing's Seattle plants, the Air-, 
bus finpi assembly lines in Toul- 
ouse appear to be almost unstaf- 
fed. The Airbus partners - 
Aerospatiale of France, Daimler- 
Chrysler Aerospace of Germany, 
British Aerospace and Casa of 
Spain - make aircraft compo- 
nents in their own factories. 
They then fly the parts to Toul- 
ouse, where a small number of 
employees fit them together 
using automated machine tools. 

For years, Boeing dismissed 
the idea that Airbus's production 
techniques were superior. When 
asked last year whether British 


Aerospace's much-admired Air- 
bus wings factory in Chester 
could be a model for Boeing, Mr 
Woodard said: “The Brits? Come 
off It" Many Boeing executives 
persuaded themselves that Air- 
bus's growing market share was 
the result of the subsidies It 
received from European govern- 
ments rather than superior pro- 
duction or aircraft. 

Nevertheless, in Seattle Boeing 
slowly began to modernise its 
manufacturing, computerising 
its design and inventory 
management In early 1997, half- 
way through its $ibn factory 

Boeing cut prices 
and took in more 
orders than 
its factories 
courd handle 


update, airlines began increasing 
their orders. Desperate not to 
lose customers to Airbus, Boeing 
cut prices and took in more 
orders than its factories could 
handle. The cost of the disruption 
helped to push Boeing last year 
to a net loss of $178xn - its first 
for 50 years - and led to Mr Woo- 
dard’s dismissal in September. 

Boeing has made up some of 
the lost ground. Alan Mulally. Mr 
Woodard’s successor as head of 
the commercial aircraft division, 
expects Boeing to meet its target 
of delivering 550 aircraft to air- 
lines this year and 620 next year. 

But just when Boeing might 
have expected to reap some bene- 
fits from its manufacturing 
Improvements, it will have to cut 
its output in 2000 to 490 aircraft 
as the drop in Asian orders 
begins to bite. There have been 
few outright cancellations. Mr 
Condit said yesterday that only 


Philippines Airlines, whose 
future is in doubt, has cancelled 
orders. Analysts say other Asian 
earners have either deferred 
orders or failed to convert 
options into commitments. 

Most damagingly. Boeing says 
it will have to cut output of 747 
aircraft from 3.5 a month to 2 a 
month by the end of next year. If 
market conditions foil to improve 
by 2000, Boeing will reduce 747 
production to one a month. This 
is hitting Boeing where it hurts 
most: Airbus does not make an 
aircraft as big as the 400-seat 747 
and Boeing has traditionally 
enjoyed healthy margins on this 
particular model. 

Production of other Boeing 
models will also be cut but not 
as sharply- Boeing will continue 
to turn out more than 20 narrow- 
bottted 737 aircraft a month. But 
the 737 has to compete against 
Airbus’s successful A320 family 
and. price.. competition will, con- 
tinue to be stiff. 

Analysts say that while Boeing 
bears the blame for its produc- 
tion and cost difficulties, the pro- 
duction cutbacks would have 
happened anyway. “It’s the cycle, 
stupid,” says Nick Cunningham, 
a London-based analyst with 
Salomon Smith Barney. "You 
can’t escape from it” 

Aerospace executives and ana- 
lysts have long warned that the 
aircraft market was likely to 
deteriorate some time early next 
century. Aircraft sales track the 
world economic cycle closely. 
Managers comforted themselves 
with the thought that the down- 
turn this time was likely to be 
less severe than in the early 
1990s because airlines had not 
over-ordered and because, come 
what may, carriers would need to 
replace older aircraft to comply 
with new noise restrictions. 

Asia's financial crisis meant, 
however, that downturn started 
earlier than the industry expec- 
ted. Nor can It now be confined 
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Flagging 

interest 

Next year’s chairmanship of toe 
Organisation for Security and 
Co-operation In Europe is 

Norway’s biggest diplomatic: 
venture yet The country, which 
has a creditable record in 
peacemaking, will play a key role 
in toe OSCE’s peacekeeping 
mission to Kosovo. 

But as prime minister Kjell 
Magne Bondavflt prepared to 
give the opening address to 
yesterday's OSCE ministerial 
meeting ft Oslo, it appeared that 
the events’ organisers hadn't 
successfully negotiated toe 
shifting sands of the former 
Yugoslavia. An official ashed to 
change toe display of flags 
around toe conference hail 
before any touchy Balkan 
delegate spotted an emblem that 
had passed its seU-by date. 

Bondevik's opening address 
went down weB. but it took time 
to reach a wider audience via toe 
internet students disrupted his 
office's communications to a . 
protest over ,1899 budget cuts, ft 
could be-a lively year. 

Cathay come home 

There was gloom afound toe 
Philippines yesterday after toe 
collapse of talks about.Cdftay 
Pacific; faking a stake In effing 
Philippine Airlines. If, as seems to 
have beerfa sticking point, 

Marffla wont bade management 


control, it'll be tough to bring 
anyone flying to the rescue. 

But the atmosphere was 
brighter In Cathay Pacific’s 
Manila office where staff read 
with Interest the Hong Kong 
carrier’s in-house newsletter CX 
World. Amid much talk of 
turbulence in Asian aviation, 
there was joy over a handful of 
countries where results didn't fall 
below, budget 

One such was toe Philippines 
“helped no doubt by the 
problems of Philippine Airlines". 
Or, as Cathay might say of toe 
scuppered deal, heads you win, 
tails you win. 

Grape expectations 

California's Fetzer vineyards 
looks an attractive place. Tour . 
the Wine Country. Without the 
Tourists," says Bs new 
advertising campaign, Inviting 
punters down a quiet, * 
siffv-dappiecl, free-Bned lane for a 
taste of Chardonrray. The only 
trouble fcs that that particular lane 
is ft France. 

The Valley Oaks winery has 
come up in toe world since 1958, 
when lumber merchant Barney 
Fetzer bought toe abandoned, 
overgrown estate and turned it 
into one of toe US’s top wine 
names. But the approach road is 
lined with white-painted elms, 
which Fetzer's ad agency 
thought didn't have enough 
bucolic charm. 

Brown- Forman, Fetzer’s 
. Kentucky-based parent, is 


unrepentant. The photograph, rt 
says, is “represenitetive of the 
tree-lined lane leading to Valley 
Oaks*. And advertising Is "about 
representing an experience a 
consumer may enjoy". Not 
necessarily showing it 

Forever Felix 

Russia's Corn munfet-d Ofrunated 
lower house of parliament has a 
great sms© of timing. As 
International Monetary Fund boss 
Michel Camdessus ended crisis 
talks with toe nation’s leaders, 
the Duma was working out how 
to spend some of the money it 
hopes will be available. 

The communists are still 
smartftg about the 1991 removal 
of toe statue of Felix Dzerzhinsky 
from outside the LuWyanlea, toe • 
KGB headquarters. Yesterday the 
Duma voted to spend some of 
the IMF dosh on putting toe 
bloodthirsty founder of toe Cheka 
secret police back in his 
“rightful" place. 

Clear-out 

As if Total’s takeover of 
Belgium's PetroFlna on Tuesday 
was not enough; Deutsche Bank 
dropped In on Brussels yesterday 
and snapped up Cnkfit Lyonnais 
Belgium. CLB was a. local 
subsidiary of the French bank, 
but toe deal reinforced the sense 
that Belgium Is'beJng rapidly 
denuded of its corporate assets. 

PetroFma will be the sixth 
member of toe Bel-20 index of 


leading Belgian stocks to 
disappear from the Brussels 
bourse by takeover in little over a 
year, following venerable holding 
company Socidte G£n£rale de 
Belgique, steelmaker Cocker! 1 1 
Sam b re, insurer ftoyale Beige, 
and banks G£n6ra/e de Banque 
and banks Banque Bruxelles 
Lambert Five of toe six went to 
foreign buyers: Fortis, which took 
over G6n&aJe de Banque, is 
half-Dutch. 

With toe euro fast approaching, 
one market market-watcher 
suggested a new banner for the 
-bourse: “End-of -currency sate: 
everything must go". 

Safe house 

Organisers of toe Washington 
conference into Hbtocaust-era 
assets have expressed dismay 
about the security farce on the 
event’s fringes. 

On Tuesday, after the session 
ended, the world's press were 
writing the story of a dramatic 
day. They had to stop when 
armed guards drove them and 
embarrassed State Department 
officials on to toe street. 

Yesterday, security got tighter 
as toe guards decreed that 
journalists must not talk to 
delegates. To ram home toe 
message, the press was denied 
access to the conference coffee 
pot. The media battled bravely 
on without .caffeine until security 
hit on the ultimate deterrent - 
and stopped the scribes getting 

to toe toilets. 


to Asia. As US and European air- 
lines have seen their Asian pas- 
senger numbers fall, they have 
moved aircraft on to North Atlan- 
tic routes, increasing price com- 
petition. “The problem with aero- 
planes is that the)' fly from one 
place to another," says Mr Cun- 
ningham. “Capacity knocked out 
of Asia ultimately starts to 
displace business elsewhere." 

There are already signs of the 
crisis moving outside Asia. Brit- 
ish Airways, one of Boeing’s big- 
gest wide-bodied, aircraft custom- 
ers, has replaced orders for five 
Boeing 747s with smaller 777s. 

Analysts believe the downturn 
will eventually affect Airbus too. 
But the European consortium 
has fewer Asian customers and is 
therefore less exposed to the cri- 
sis there than Boeing. It is also a 
confederation rather than a lim- 
ited company and does not pub- 
lish accounts - although it plans 
. to become a profit-making entity 
by the end of next year. Any 
price-cutting, and consequent 
damage to profit margins, is 
therefore more difficult to 
detect 

One consequence for Airbus Is 
that its plans to launch a 550- 
seater “super jumbo”, provision- 
ally called the A3XX, look even 
more unlikely as airlines opt for 
smaller aircraft. 

How long will Boeing take to 
overcome its crisis? Mr Stoneci- 
pher said yesterday that he 
expected the Asian crisis to last 
for another two to five years. 
"We hope it’s three.” he added. 

Mr Condit conceded that the 
outlook could be even worse than 
Boeing now expects. By this time 
next year, even the production 
figure of one 747 a month could 
look optimistic. “If the (Asian] 
economic situation spreads to 
Europe and the US,” he said, 
"there’s clearly room on the 
downside." 

The desert plane-spotters are 
likely to be kept busy. 
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100 years ago 

Fighting Chickens Of Cuba 
Railways In Cuba are evidently 
more liberal in their Ideas as to 
passenger luggage than ft 
Britain. The stem officiate of 
our companies frequently 
decline to allow ladies to be 
accompanied by their little lap 
dogs, even when tickets are 
purchased for toe animals. It 
was popularly supposed that 
railways in Spanish 
possessions copied in their 
regulations the Iron-handed 
policies of toe Government. 
Nothing could be further from 
the truth. According to toe 
“Chicago Record. 1 * the hand 
luggage of a gentleman may 
consist of “one hat-box, one 
satchel and one fighting 
■chicken." 


50 years ago 

Oil Search is Dropped 
Perth, Dec. 2. Richfield Oil 
Corporation of California has 
dropped its plans to spend 
El .000,000 on searching for oil 
in toe north-west of Western 
Australia The company has 
announced that in 
consequence of Its new find in 
California and because of the 
international situation It has 
decided to withdraw from any 
interest in oil in West Australia 
or Papua. 
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Recession? 

A couple of tips to cut the travel budget: 
T. Ban A*r Mdfes - Hi bribery! 

2. Fly easyJct 

call 0870 6 ooo ooo casyJet 
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Boeing winged 


Boeing . . . going . . . gone? Rarely has a 
company so misread conditions in its own 
industry. Granted. Boeing is not the only 
one to have underestimated the seventy 
of the Asian crisis - on which it is blam- 
ing its latest profits wanting. But the air- 
craft maker must take responsibility both 
for ramping up production too aggres- 
sively from 1996, when it was battling for 
market share with Airbus; and for not 
reacting quickly enough once east Asian 
airlines started delaying orders last 
autumn. 

The result is profitless prosperity. Boe- 
ing's commercial aircraft deliveries and 
revenues will actually rise this year and 
next. But it will basically make no money 
on them, with margins of 0-3 per cent 
forecast until 2000. This is for two rea- 
sons. First the group is locked into the 
rock bottom prices at which it aggres- 
sively sold aircraft in 1996/97. More 
depressingly, despite all the cost cutting, 
it currently takes Boeing 20-30 per cent 
more man hours to assemble an aircraft 
than it did in 1992. 

There is worse to come. The real impact 
of production cuts does not even hit until 
2000 and Asian demand may take three 
more years to recover . With Airbus taking 
market share. Boeing is bearing the entire 
brunt of the industry's cyclical downturn. 
Thankfully, its defence side, a third of 
revenues, re mains solid. But given the 
scale of mismanagement, it is time for 
Phil Condit, chairman, to take responsibil- 
ity and go. 


Boeing 

Share price ratoifve & Uv SSP Composite 
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Oil synergies 


Why do investors' reactions to big oil's 
big mergers seem so contrary? Exxon's 
promise of a $ 2 . 8 bo boost to operating 
income within two years from Mobil 
should trump the $2bn British Petroleum 
sees by 2001 from Amoco. But that has not 
been rewarded in the market. BP and 
Amoco's combined market value has risen 
by some SISbn. over 50 per cent more titan 
the synergies are worth in today’s money. 
In contrast, Exxon and Mobil's combined 
value has increased by only around SSbn. 
a fraction of the SISbn present value of 
their savings. And Total/PetroFina's 
promise of a measly 8350m saving has 
been given the thumbs down altogether, 
with over S3bn knocked off their com- 
bined market value. 


1997 9S 
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The anomaly is explained easily 
enough. BP‘s Sir John Browne is a mas- 
ter-masseur of investor expectations: the 
real savings available are at least S3bn. 
which leaves plenty or margin for pleas- 
ant surprises along the way. And BP ben- 
efited from being the first mover in an 
Industry reluctant to consolidate. It could 
present its deal as the best strategic fit, 
and one that catapulted it into big oil’s 
super-league. Exxon/Mobil, by contrast, 
bas suffered from me-too-ism. Already in 
the super-league, its savings with Mobil 
are from prosaic cost-cutting, rather than 
radical strategic repositioning. At least, 
however, the bulk of the savings could 
not have been achieved by each company 
alone. 

The same cannot be said of Total/Fetro- 
Fina. which appears largely motivated by 
the desire to get bigger than French rival 
Elf. whatever the consequences for its 
highly rated paper. Not only has Total 
failed to explain where its savings lie but 
it is unclear whether it can realise them 
at all. National sensitivities about the fate 
of former state oil companies in Europe 
may be softening, but political obstacles 
to serious restructuring are not falling at 
the same pace. Instead of putting on mus- 
cles in Brussels. Total is thickening out 
with expensive fiab. 

Air France 

The engines are revving up for the Air 
France roadshows. Yesterday’s scanty fig- 
ures were designed to bang home the mes- 
sage of a strong upturn in profits. Adding 


back the FFrl^bn of losses blamed on the 
pilots’ strike, first-half net profits appear 
to have jumped 50 per cent to FFriJ.Sbn, 
This was helped by one-off gains, but the 
underlying improvement still seems close 
to 20 per cent The FFrfbn cost-cutting 
programme is already yielding fruit 

So is the airline set fair for partial pri- 
vatisation by next March? Internally, 
much progress has been made. The settle- 
ment with Air France pilots will take a 
few years to erode their pay, but at least 
the strike was beaten. Among other con- 
cessions gained Is one that will allow 
lower cost franchisees to operate some 
routes. But with its peers also taking the 
knife to costs, Air France is having to ran 
to stand stilL 

As for the airline market, that is 
looking unkind. Each downward revision 
of economic growth forecasts spells more 
trouble, first for prices, ultimately for pas- 
senger numbers. Hence the substantial 
discounts that several airline stocks trade 
on. Add in a political discount for Air 
France - only 20 per cent is being offered 
to outside investors - and the initial valu- 
ation should not be ambitious. With Brit- 
ish Airways and Lufthansa only valued at 
$7bn-$8bn. this sale bas more symbolic 
than financial importance for the French 
privatisation programme. 

BMW/Rover 

Is this Hover’s nadir? The resignation of 
Walter Hasselkus as the BMW subsid- 
iary’s chairman is an attempt to signal an 
end to Rover's market share declines and 
heavy losses. The trouble is that, notwith- 
standing the new labour agreement that 
saves £l5Qm a year from 2000. the good 
times are some way off yet for the embat- 
tled car company. True, the target of prof- 
itability by 2000 still stands. This would 
certainly have been an easy time to aban- 
don It, using Mr Hasselkus as the excuse. 

But the time-lag before Rover's new 
products replace its tired and over-priced . 
saloons remains uncomfortably long. ; 
Before the new Mini and other models 
arrive in 2001 and thereafter, it is hard to 
see Rover's profitability improving signifi- 
cantly. If the first of the new products to 
be jointly developed with BMW, the R75 
executive car. fails to sell next year, the 
German company should question 
whether the rest will be worth the bother. 
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FT WEATHER GUIDE 


Europe today 

Denmark, southeast Norway and 
southern Sweden win stay dry but 
will be very cold with overnight 
frost and freezing log clearing 
slowly. The rest of Sweden and 
Norway will be unsettled with snow 
showers and low temperatures. 
Most of eastern, central and north- 
west Europe will be settled but will 
remain cold with below average 
temperatures. The Mediterranean 
will be unsettled with showers, 
although the north of the Iberian 
Peninsula will be sunny. 

Five-day forecast 

Most of central, northern and east- 
ern Europe will continue very cold 
and wintry with scattered snow 
showers and widespread severe 
trusts. The Iberian Peninsula will 
have a good deal of fine weather 
but the central and eastern 
Mecflterranean win be unsettled 
wtth heavy showers. 
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By Stephen Wyatt in Sydney 

Australia’s economy grew 5 per cent 
in the year to September, defying 
the Asian crisis to make it one of the 
fastest-growing economies in the 
industrialised world. 

Yesterday’s growth figure, which 
was significantly higher than the 
markets had expected, was released 
in the wake of a quarter-point cut in 
official Interest rates. 

The announcements coincided 
with the introduction of the govern- 
ment’s tax reform programme, and 
spurred equities 1 per emit higher, 
drove 10-year bond yields below 5 
per cent and prompted a rally in the 
Australian dollar. 

“This is one of those days when 
it’s all come together for Austral- 
ians," said Peter Costello, the gov- 
ernment’s treasurer. 

Gross domestic product growth for 
the quarter to September increased 
by 1 per cent in seasonally adjusted 
terms compared with the previous 
quarter. 


While this was in fine with expec- 
tations, upward revisions to growth 
in the preceding three .quarters 
resulted in surprisingly strong 
growth of 5 per cent over the year. 
This compares with a revised 4 3 per 
cent ?imnai GDP growth rate In the 
second quarter. - 
Mr Costello said the economy 
might not maintain this pace. 
“Clearly, 1999 is going to be a hard 
year, but I think that we can say the 
Australian economy has weathered 
the first year of the [Asian eco- 
nomic] crisis exceptionally well” 
The quarter-point cat in the 
Reserve Bank of Australia’s over- 
night cash rate target, to 4.75 per 
cent, also “shows the bank is con- 
cerned about the outlook for the 
Australian economy next year”, 
according to Grant Fitzner, an HSBC 
Sydney-based economist. 

Ian MacFhrlane. the bank’s gover- 
nor, said the board decided to reduce 
rates to what is the lowest level 
since the last «wing cycle in 1993 
after taking a ccoun t of the outlook 


France accused of delays over 
Nazi art theft compensation 


By Richard Woffle and 
John Anthers In Washington 

A bitter dispute erupted at the 
international conference on Holo- 
caust assets yesterday as Jewish 
groups accused France of dragging 
its heels on compensation for artistic 
masterpieces stolen from the victims 
of the Nazis. 

The World Jewish Congress 
named two masterpieces in Paris - 
Picasso’s “Head of a Woman”, cur- 
rently ban g in g in the Pompidou Cen- 
tre, and Cezanne’s “Bathers", in the 
Musee D’Orsay - as looted from Jew- 
ish collections. 

The Congress - which spear- 
headed the successful campaign 
against Swiss banks this year - 
demanded that the French govern- 
ment release the art works along 
with more than 2,000 disputed 
masterpieces. 

It said the French should follow 
the example of Austria, which auc- 
tioned its disputed Holocaust-era art 
to raise funds for Holocaust survi- 
vors. A compromise solution would 


be to pay compensation to survivors 
without auctioning the art 

However. French officials angrily 
rejected the Jewish group’s sugges- 
tions, saying it would be illegal 
under French law for the govern- 
ment to auction works of art that it 
did not own. France said it had been 
holding the works of art as a tempo- 
rary custodian since the war. 

The officials insisted that the 
French government bad already pub- 
lished the list of the 2,000 works of 
art and was committed to waiting 
for the recommendations of the Mat- 
teoli commission on Nazi plundering 
from French Jews. 

They said they had recently 
increased their funding of the com- 
mission - made up of politicians, 
academics and Jewish groups - to 
ensure it will complete its work by 
the end of next year. 

Stuart Eizenstat, the US under- 
secretary of state, who has led the 
US government’s efforts over the 
issue of Holocaust assets, said the 
conference was drawing up 11 “non- 
binding” principles to help countries 


Problem. 
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I'm in Martinique. I've been bitten 
by a large insect and my arm is 
swelling badly - what do I do? 
It's 11pm and i’w just arrhxd at 
my hotel itt Urn. It seems they 
haven't moved my reservation. 
My Spanish is limited, the hold 
is full and I have a heavy business 
schedule tomorrow. Help! 
I'm in a small village outside 
Oporto, I need a hire car NOW - 
and 1 don't speak Portuguese! 
I’ve been arrested in Toulouse. 1 don't 
really know what for but 1 believe 
they diink I stole something from a 
restaurant. The authorities are going 
to put me in prison. Can you help? 
I’m in Riyadh and my Saudi visa 
was in my luggage - which his been 
lost in transit. What am I do? 
I need to get an argent message to 
my business partner but his line is 
engaged and my flight is boarding. 

Can you help? 
My husband has passed out in our 
hotel room and we’re due to fly home 
in two hours - he needs medical help 
and well never make our flight. 

What can 1 do? 
Tm Malaysian and Tm due to travel 
to Tarcania in a couple of weeks. 
My friend has told me l don't need 
a visa . is he right? Also, what's 
the best currency to take? 
My business meeting tomorrow has 
been, switched to Kuwait City. I need to 
change tny flights, get some local 
currency, find some appropriate 
clothing for a Muslim country and 
get a message to my family. 


If you market a credit or loyalty card, talk to us. Thomas Cook Global Services can 
help you gve your cad member a wortdwide traveller assistance service offering 
everything from travel nsuance. medical and legal assistance, held with documents, 
transition services and more. In short, we solve virtually every problem a traveller 
might enconter. AH accessed 24 hours a day through one call - m vcw card 
member's language. Imagine how loyal they’d be -with that service altadied to you 
cad. Can 0845 600 4567- 

IfcKrei ixd ml -ate Ai **, *4 be id>M. 


Your 

card could 
go here. 


Solution 



Thomas 
Cook 


Globnl Services ' 


Empower your cart 




for both economic growth and Inna- 
tion. Some decline in growth is 
unavoidable, given the international 
circumstances, be said. 

Australian inflation remains 
benign. The new GDP chain-price 
in^w, published for the first time 
with yesterday's growth figures in 
place of the traditional deflator, 
showed inflation running; at a year 
on-year rate of 0.8 per cent in the 
third quarter. 

Also yesterday, Mr Costello intro- 
duced the government’s promised 
tax reforms through a package of 16 
bills in parliament that would abol- 
ish existing wholesale sales taxes 
and introduce a 10 per cent sales tax 
to fofeg effect from July 1 2000. 

H We’ve got the lowest interest 
rates in 30 years and we have just 
introduced a tax reform package 
that is going to b uild an even stron- 
ger Australian economy.” said John 
Howard, the prime minister. 

Editorial comment, Page 15 
SHE and Dow Jones, Page 17 


deal with disputed art In particular. 
Mr Eizenstat praised the Austrian 
government for its swift action on 
Holocaust art. 

A list of 2.000 art dealers suspected 
by wartime US intelligence of traf- 
ficking looted art will be published 
by Jewish groups to help trace 
disputed artworks. 

But the US government said it was 
not involved in the publication erf 
the list and could not vouch for the 
accuracy of the names. 

Jewish groups were also angry 
that the Washington conference was 
not due to discuss slave labour In 
concentration camps. A range of 
industrial groups are being sued in 
class action lawsuits in the US over 
use of slave labour in Europe. 

The UK's Holocaust Education 
Trust plans to publish a report on 
the issue today, saying that “at least 
half of the top 20 companies in Ger- 
many today were Involved during 
the war in the exploitation of slave 
labour". : 

Observer, Page 15 









7 ^)\ 


ces$io n v^ 

***»*«*«. ® 

^***Wfl '""O^ 

22Lsa»*>0 


>y deft 
row $i 




S-. •■>*-—’ - 


«*VK,l.:«. !fcl 
0‘ilsn- j.;, 4 . 

Au- ! i'.i: . , 


•Hlfll -J li** ■""• '•t!|„ n 
d« V juii.l, .1' ' U ‘-VA 
l «* jr-4.. :il .;; ° : '"lA 
** oy S i... 

... 

‘ t I'.K ( .[.. ’ 8 ; 

ml .|n-...'. ' , 

Aifwf 

it»i'l ' Mr, W 

» r-!ru ;R .. , 

»■ -•.. 

h ■ •' ,hai W 


"t wir.iJi.-, 

! ■ 

41. i, ' 
*»■' :n i: 
f i rsiiti; 

:»! ... . 
T A:; 

^■TT-I IT; 


, r *£' 

■• •niujsjj. ' 


fortrt Connim. Paae',:^ 

I WM Dow 

lays ove 

nsation 


u- U at 
' f.i;. 
"-v-i. 


«.* * •■-. 
1 I;:.. 


it! t'v •' 

■* ■- 

**«. 

« .:f ■ 

llu: t !. . 

r":- 
* ■-.*> ■■■-■ : 
iif »■* ■*•■ : 
*+> 

* W/Sj .• ■•' 
hn:- 


.... 

f 


. *ThJ£ - 



VIAC. Creating 
enduring value. 


COMPANIE S IN THIS ISSUE 

Aba Shokal 18 Komatsu ■ - 1 

Awraptfato 18 Laaroo M 

Aft Ftera» ifcia l.'CWal . M 

«tbi»Watrte 14 W* 6 22 


Astra tntamatkjnai 


Maffcsand Spencer 


Brttteh Aerospace 
British Airways 
CLM Insurance 
Cathay Padfia 
Chades Schwab 


Continental AlfUnes 


Cridtt Lyonnais 


Delta Air Unas 
Deutsche Bank 


Marubeni ' 

1,16,17,20 Mentmora Abbey 
8 Neteon and Sloan 
.H* News Carp 
i 34 Itikko Securities 


EH Aquitaine 


Great Universal 


Hoechfit 
ITT Industries , 
bon Mountain ! 
johnMansIMd 


84 Mssan 
22 OTE 


RpeUnks 


Raws 

21 WsSne-Poufane 

18 flover 1.1* 

18 Somsung 
34 Sanofi 

17 Sea Land ... 

6 Seen Roebuck . 

16 stwant 

22 S*** 8 

• SynthAlsbo 
Telecom ItssUa 

■28 

Tenaga 

18 _ 

Texaco 

19 itaa»Pac«c®w43 
22 Thomson-CSF 

34 Tokb Marina 
21 Totat 

19 vvartwa WM R?® 8 


I.TB.17^0 

21 




FINANCIAL TIMES 


DAPPetoitm^enworth^Foden 


plHE RMKUL TM5 UREP m 


THURSDAY DECEMBER 3 1998 


Week 48 


INSIDE _ 

Sanofi, ^mthaabo to announce link 

Sanofl and Synthelabo, the second and 
tt^rd-biggest French pharmaceutfcaJs arouns. 

m * ser °* 

s ^ louW create the world’s 19th ■ 
otggest fflugs ^oup ki turnover terms. Pago iq 

BtobaJ chill finally arrives in Africa 

Much of sub-Saharan . 
Africa has been, 
shielded from the worst 
of the global downturn 
- ind eed it has 
attracted buyers fora 
large part of this year. 
Ghana’s stock 
exchange, for example, 
more than doubled in 
US dollar terms in 
March after a visit by 
. L ^ President Biff Cffnton 

(above) the same month. However, signs of a 
chW wind are starting to be felt by African stock 
markets. Emerging Market Focus, Page 38 

Texaco seeks to consolidate rank 

After the Exxon- Mob It tie-up, Texaco says it is 
In no hurry to find a partner, but . that ft is 
actively eyeing Hnks and buys to reinforce itself 
as the ihird-blggest US oil group. Page 19 

Arcadia prompts Christmas worries 

Shares In Arcadia, the UK fashion retailer that 
includes Burton menswear, Dorothy Perkins and 
Principles, fefl 26 per cent on a profits warning. 

A warning from Hornby, the toy maker, further 
Increased concerns that the sector is facing a 

gtoomy Christmas. Page 22; Lex, Page 22 

Indonesian groups start buying debt 

Indonesian groups are starting to buy back their 
debt, offering hope that the country*s $80bn pri- 
vate debt overhang will diminish. Asia 
Pulp & Paper, of the Smar Mas group, and Astra I 
International, the car group, have made moves ! 
to buy back bonds. Capital Markets, Page 26 

Australian cotton bucks global trend 

The Australian cotton sector is booming, in con- 
trast to spiralling global prices. A weak Austra- 
lian dollar, and the fact that local cotton is - 
priced against US cotton futures, has helped 
boost Australia's cotton growers. Commodi- 
ties, Page 28; Edtorial Comment Page 15 

Euro may further polarise Sweden 

- The onset of the euro 
may expose the grow-, 
frig guff between Swe- 
den's largest exporters 
.-.such as Ericsson* the 
telecommunications * 
giant and the smallest. 
manufecijrBfS. Theref 
ore widely differing atti- 
tudes to the currency, ' 
from those actively, pre- 
paring for it and those devoting JMe or no - 
time to it. Business and tha eMn^^J?^ , .. . 


Boeing falls 17% after profits alert 


By.CftrteDpbw tafias 

in Los Angeles 

Boeing lost 17 per cent of its 
stock market value yesterday 
morning alter the world’s big- 
gest aerospace group stung 
investors with sharply reduced 
profit predicti o ns and a nam- 
ing that Asia's economic crisis 
could last five years.'- - 
Bill Clinton, US president 
said, he -was “very concerned"' 
about Boeing's announcement 
“1 t hink it is dearly a result of' 
the global financial c rista ami 
i la particular the economic 
, problems in Asia," be added. 

"l eant teD you how impor- 
tant it is from my point of 
view for the United States to 
be- actively involved - in trying 


Asian economic crisis clouding company’s future 


to restore the conditions of. 
growth to Asia.” 

Other aerospace companies 
in the US and Europe saw 
shares fall as the news rever- 
berated through world, mar- 
kets. Northrop Grumman, a 

leading Boeing components 
maker, saw Its shares drop' 
more ‘ ♦h aT> 6 per cent. - 

British Aerospace shares 
slipped In London and the 
glotirasgaead to. other general 
engineering companies likely 

to snfite a dit^ to denmniL 

The news of production cuts, 
swingeing job losses and fore- 
casts that 1989 profits could! be 
25 per cent lower than the 


$2bn the company forecast this 
summer reawakened specula- 
tion that more management 
changes could be on the way. 
“Shareholdera are going to put 
pressure on the board," raid 
one analyst. 

Most attention is -expected to 
fall on the role of Phil Comfit, 
group chairman, who earlier 
this year sacked Ron Woodard 
- thg head of the commercial 
a irc ra ft division which is the 
source of the company’s 
difficulties. 

Harry Stonecipher, chief 
operating officer, said the 
Arturo was still clouded by the 
Aslan economic crisis. "There 


is really no market growth." 
he added. "It Is not a pretty 
picture." 

Although everyone he and 
Mr Condit had met on recent 
visits to the region said the 
situation would persist for one 
or two years, "we think this 
thing will go on for two to five 
years. ..l hope it's three". 

That could prolong the 
agony for a company which 
has been struggling for more 
than a year to recover from 
last autumn's production crisis 
- which crippled efforts to 
increase output - and has 
since been hit by fading Asian 
demand. The company said it 


expected to deliver 490 com- 
mercial aircraft in 2000, more 
than 20 per cent fewer than 
next year's planned total. 
Meanwhile, Operating profit 
margins would hover below 
3 per cent, compared with 10 
per emit and more earlier this 


Of the 48,ooo job cuts - 20 
per cent of the group's current 
total, and 20.000 more than 
announced, to July - 80 to 90 
per cent would he made in the 
civil aircraft division, Mr 
Condit 'said. Most would affect 
plants around its Seattle base, 
which employ 11,000. 

Wttst may not be over, Page 15 

Lex, Page 16 

WOrid Stocks, Page 38 


Total tries 
to raise 
support for 
PetroFina 
purchase 

By Robert Condn 



ITALIAN MOTORCYCLE GROUP APP OIN TS CREDfT S UISSE FI RST BOSTON TO E XPLORE PROSPECT S FOR AN IPO 

Ducati in 
plan to 
list early 
next year 

Ducati, the Italian motorcycle 
company, is planning a stock 
market listing early next year 
as it continues a turnaround to' 
its fortunes after being rescued 
from near collapse to 1996. 

Ducati, whose products rival 
those of Harley Davidson for 
buyers of t op-of- the-rang e 
motorcycles and are a feature 
on the world's racing circuits, 
has appointed Credit Suisse 
First Boston to explore pros- 
pects for an initial public offer- 
tog. Although there is no firm 
timetable and any issue - will 

depend on stock market condi- ban d a r of the pack: Ducati ridar Cart Fogarty, pictured hen ahead of town mate Plar-fta n oai o o CMB. haa signed a new contract Picture; AP 

Hons, executives are keen to 

float Ducata ih the first half of slump after a restructuring of 160 and expects to seD about this year for the seventh time and it makes m 

1989. the company's marketing and 2MXX3 motorcycles tins year. in rune years, and Briton Carl added. "We are ve 

Based to Bologna, the com- production methods. Ducati had revenues to 1997 Fogarty, its leading rider, with our mvestmei 

pany wre bought to 1996 by Federico Mtooli, Ducati pres- of L383bn. Mr Ifinoli said sales recently signed a new contract He declined to s 

Texas Pacific Group, a US jal- ldent and chief executive, stod to the first nine months of this to stay with the company for what Ducati’s.IPO 

wate equity torn, to a L520bn yesterday tire group was "the year rose 28 per cent over the next season. the company migh 

($310m) transaction. - most profitable motorcycle same period to 1997. Its share Abel Halpern, managing but Texas Padfii 

. At that time, Ducati was. - company in the world", of the market for expensive director at Texas Pacific in seeks returns of m 

unable to pay either its although he declined to give motorcycles also rose last year London, said the private per cent a year cm 

employees or its suppliers, and figures. from 5 per cent to 7 per cent equity firm was “looking at aB meats, 

the rehahfiit^ of its motor- Ducati was producing only Ducati has managed to its options” for Ducati, in Deutsche Bank's 

cydra’was k3so being tofoa- 20 bikes a day when Texas retain its pole position in which it has a 72 per cent vate equity aim o 

turned. However, revenues Pacific acquired control, but it motorbike racing. It won the stake. The company has a cent of Ducati. a 

have recovered from a long has raised dafty production to world superbike championship very strong growth trajectory investors own the i 


slump after a restructuring of 
the company's marketing and 
production methods. 

Federico Mtooli, Ducati pres- 
ident and chief executive, said 
yesterday the group was "the 
most profitable motorcycle 
company in the world”, 
although he detitoed to give 
figures. 

Ducati was producing only 
20 bikes a day when Texas 
Pacific acquired control, but it 
has raised dafty production to 


160 and expects to seD about 
2MXX) motorcycles this year. 

Ducati had revenues to 1997 
of L383brt Mr Mto oli said sales 
to the first ninp mmrth R of thta 
year rose 23 per cent over the 
same period in 1997. Its share 
of the market for expensive 
motorcycles also rose last year 
from 5 per cent to 7 per cent 

Ducati has managed to 
retain its pole position in 
motorbike racing. It wan the 
world superbihe championship 


this year for the seventh time 
to nine years, and Briton Carl 
Fogarty, its leading rider, 
recently signed a new contract 
to stay. with the company for 
ni«rt season. 

Abel Halpern, managing 
director at Texas Pacific in 
London, said the private 
equity firm was "locking at all 
its options" for Ducati, in 
which it has a 72 per cent 
stake. The company has a 
very strong growth trajectory 


and it makes money," be 
added. "We are very satisfied 
with our investment” 

HC declined to speculate an 
what Ducati's.-JPO or on What 
the company might be worth, 
but Texas Pacific typically 
seeks returns of more than 40 
per cent a year on its invest- 
ments. 

Deutsche Bank's Italian pri- 
vate equity arm owns 25 per 
cent of Ducati. and private 
investors own the remainder. 


US store chain in winter profits warning 


Byftfciiiwd romktas 

Hopes ' of-' a prosperous 
Christinas for US retailers took 
a battering yesterday when 
Sears Roebuck, the nation's 
seebad biggest store group, 
delivered a profit warning for 
the final quarter 

The company said domestic 
revenues had fallen 4.5 per 
cant to $2j61bn last month, a 
period that included the start 
of the busy shopping season 
between Thanksgiving and 
Christmas Day. 

Underlying earnings per 
share, it said, would increase 
"at 1 a low single-digit percent- 
age rate” for the foil year from 
last year’s J&27. The company 
had previously been guiding 
analysts towards a mid-single 
digit increase. 

The announcement con- 
trasted sharply with recent US 


media reports of a biay open- 
ing to tiie Christmas season, 
with shoppers crowding into 
stores over the holiday week- 
end that followed Thanksgiv- 
ing Day last Thursday. 

Nearly all retail stocks foil 
after the announceme nt , with 
those of big department store 
chains particularly hard hit 

With consumer confidence 
still high in the US in spite of 
economic crises elsewhere, 
retailers have been looking for- 
ward to record-breaking sales 
this Christmas, capping an 
unusually profitable year. 

The National Retell Federa- 
tion, an industry body, has 
predicted that sales erf general 
merchandise, clothing, toys 
and home furnishings will 
Increase by 6 per cent in the 
fourth quarter, a little less 
than In earfier - quarters but 
matching the same period 
least year. Wall Street analysts 


said the sales downturn at 
Sears (fid not necessarily indi- 
cate a wider decline, because 
Sears was suffering problems 
specific to the department 
store sector. 

Thomas Tasbjian, an analyst 
at Nation&Banc Montgomery 
Securities, said recent stock 
market declines had shaken 
confidence among post-war 
baby boomers, causing them to 
become more value-oriented 
and prompting a switch to 
shopping from department 
stores to discount stores. 

"Department stores are also 
dealing with an issue of being 
incredibly predictable,” he 
added. They are boring - they 
all have the same vendors, and 
often even the same fixtures in 
their stores, and consumers 
are saying, ‘This stuff is 
yesterday’.” , 

Richard Church, an analyst 
at Salomon Smith Barney, said 


Sears was being squeezed 
between the discount stores, 
which had improved their 
clothing offerings, and the 
more up-market department 
stores, which were offering 


branded goods at competitive 
prices. "At this point I don't 
think we have seen all the 
downside in terms of fourth 
quarter earnings risk," - Mr 
Church said. 


Total, the French oil group, 
yesterday launched an Inves- 
tor relations blitz to overcome 
lukewarm shareholder support 
for Us proposed takeover of 
PetroFina of Belgium. 

Doubts have arisen about 
the 37 per cent premium Total 
is paying for PetroFina and the 
extent of possible cost savings 
and synergies between the two 
groups. 

In Paris yesterday Total's 
shares slipped FFr28. or 45 per 
cent, in a falling market to 
dose at FFr590. extending a 12 
per cent loss on Tuesday when 
the deal was announced. 

Thierry Desmarest, Total's 
chairman, who will lead the 
combined Total Fina group, 
acknowledged that the pre- 
mium was "relatively high”. 
He also accepted that “at first 
glance, it may look like a step 
change in Total's strategy”. 

Mr Desmarest and Francois 
Corn&us of PetroFina, set to 
become vice-chairman, met 
leading shareholders In Lon- 
don yesterday afternoon before 
flying to New York to rally US 
investor support. 

Mr Desmarest admitted that 
"portfolio managers need more 
time to understand the deal”, 
which would create the third 
biggest European oil company 
and sixth largest to the world. 

In recent years, Total has 
concentrated on Investments 
in more lucrative upstream ofl 
and gas exploration and pro- 
duction, while maintaining a 
cautious approach to the capi- 
tal intensive and generally less 
attractive refining and market- 
ing business. That strategy has 
been warmly received by 
investors. 

Yesterday Mr Desmarest 
insisted Total intended to 
retain that strategy and apply 
It over the enlarged group, 
although there would be a 
“period of adjustment" when 
the structure of the combined 
assets would diverge substan- 
tially from the current Total 
model. 

It should take until 2005. for 
example, to "re-balance” 
upstream oil and gas produc- 
tion with refining capacity, 
which initially win he 30 per 
cent higher than ofl and gas 
output 

lax. Page IB 
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SFE and Dow Jones to 
set up Asia-Pacific index 

Sydney seeks to attract European and US investors 
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market statistics 
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B y ftran Rob tean in Syd ney 

' The Sydney Futures Exchange 
and Dow Jones Indexes have 
teamed up to create' a set of 
fhdkes exclusively, licensed to 
SFE as the basis for exchange- 
traded derivative products. 

The agreement the first of 
Its kind id tbe Asia-Pacific 
| region, highlights growing 
I rivalry between.- the region’s 
capital markets. 

It Is the latest aggressive 
move :by SFE to- attract, 
regional as well as European 
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diversification before the euro 
fe introduced next month. 

The indices, .to be known as 
the Asia Pacific Extra liquid 
Series, would be region, coun- 
try and sector-specific. 

: They would provide the 
basis for - ftxr.hangetraded, 
index-ltoked products includ- 
ing futures, Options, funds and 
variants, said David Moran, 
president of -DJI to Australia. 

Lefi Hosktog> SFE Chief . exec-' 


ntive, said the first two or 
three indices to the series 
would be launched in the 
. second quarter next year to 
coincide with SFE’s move to 
around-the-clock screen 
trading mi its new Sycom IV 
ptetfanjL 

The composition of the indi- 
ces will be finalised after con- 
sultation with fund managers 
tn Europe, the US and Asia as 
well as Australia. 

The first set is likely to be 
finked, to specific Asian equity 
markets, followed by other 
country, region and economic- 
sector indices, and ultimately 
fixed-income and specialised 
indices. 

“Whether it's India o r what- 
ever country", we would obvi- 
ously took for the most liquid 
markets,” said Mr Hosking. 
"But the index designs would 
be much more sectoral and use 
screening methodology not 
utilised by the broad-based 

b enchmar k indices.” ' 

The move cornea amid inten- 


sifying regional competition, 
illustrated by the recent 
dispute between Hong Kong 
Futures Rvwhang n and Singa- 
pore International Monetary 
Exchange fSimex) over Singa- 
pore's launch last month 
of a Hong Kong equity 
index futures contract based 
on an index built by 
Morgan Stanley Capital Inier- 
Tmrinrml 

Snppy also pl«m to list a 
futures contract based on the 
Thai stock exchange index, 
and has announced a move to 
foil electronic trading in its 
campaign to- be Asta'6 finan- 
cial huh. 

The agreement between SFE i 
and DJI would strengthen Aus- 
tralia as a- regional financial 
centre, said Mir Hoskins. The 
AFELS Indices would generate 
unique derivatives products on 
the only regional futures 
ovY-hgTipn trading 24 hours a 
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Invitation to tender 

for the Dutch government telephony project 
OT2000 (‘OverheidsTelefonie 2000’) 
has officially begun 

This week the Dutch government has set in motion an invitation to tender 
process for the telephony services for its ministries, as well as for 
provinces and a large number of other government organisations. The 
tender will represent a contract value of around NLG 330 miiiion. The 
contract period will cover a period of three years, with an option to extend 
this by a further three years. 

On 30 November of this year, the official announcement of the invitation 
to tender was submitted for publication to the Official Journal of the 
European Communities. Accordingly, the Dutch ministry of the Interior 
and Kingdom Relations is asking interested telecommunications 
companies to make known their interest in submitting a tender for this 
contract 

The order is divided into three lots: fixed, mobile, and international 
telephony. Each of these lots shall be awarded to two suppliers. The 
invitation to tender process is being conducted by Programmabureau 
OverheidsNetwerk 21 (0N21 Programme-office). 

Interested companies are invited to register their interest in being 
selected. This can be done by requesting a so-called selection document 
from Programmabureau 0N21, on the basis of which key company data 
will have to be provided. This key data must be submitted to 
Programmabureau 0N21 by Monday 1 1 January 1999 at the latest The 
companies selected will be entitled to submit a tender, it is expected that 
the tenders will be assessed during the summer of 1999. 

Further information may be obtained from: 

Programmabureau 0N21 
P.0. Box 20011 
2500 EA The Hague 
Netherlands 

Tel: (+31) (0) 70 - 346 2288 

Fax; (+31) (0)70 - 312 36 12 

E-mail rfi4Son21.nl i 

Internet http7/www.ort21.nl 
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COMPANIES & FINANCE: EUROPE_ 


AEROSPACE FRENCH GROUP SET TO DIVEST ALL OR PART OF IT S INTEREST IN AVIONICS JO INT VENTURE WITH THOM$O N-CSF_ 

Aerospatiale near to deal on Sextant 


FINANCIAL TIMES THURSDAY DECEMBER 3_1998 


PHARMACEUTICALS FRESH CQNSQUPATjQN 


By Atexantter Hteofl wm 
David Owen in Paris 

Aerospatiale of France Is to 
give up all or part of its 
interest in the Sextant avion- 
ics company jointly owned 
with Thomson-CSF under an 
agreement, expected to be 
reached in the next two 

weeks, which will smooth 
the way to the aircraft mak- 
er’s privatisation next year. 

The aircraft company is to 
be merged with the Matra 
defence interests or the pri- 
vate sector Lagardfere group 
under a plan announced in 
July. 


According to estimates 
within the companies, the 
combined value of the new 
group will be about FFr45bn 
(jSbn), which would put a 
valuation of some FFr9bn on 
the 20 per cent stake to be 
floated on the stock market 
in March or April. Matra is 
thought to be worth about 
FFrlSbn and Aerospatiale 
about FFr30bn. 

Yves Michot, Aerospatiale 
p frfljn™ 81 ! , has been touring 
the US this week to expl a in 
tile restructuring plans to 
potential investors. How- 
ever, the transaction cannot 
go ahead unless agreements 


are finalised with other com- 
panies with which they have 
joint ventures or other 
arrangements. 

The most important of 
these will be with Thom- 
son-CSF. the defence elec- 
tronics company, it is close 
to reaching an agreement 
with Aerospatiale settling 
arrangements for the two 
groups' interests in avionics, 
missiles and satellites. 

Thomson-CSF objects to 
Aerospatiale's intention to 
exercise an option to 
increase its stake in Sextant 
Avtanique, which makes 
electronics equipment for 


civil and military aircraft, to 
5Q per cent — it is currently 
owned 70 per cent by Thom- 
son-CSF and 30 per cent by 
Aerospatiale. 

Denis Ranque, Thomson 
chairman, believes it is logi- 
cal for Thomson-CSF as an 
electronics company to con- 
trol Sextant. 

He is understood to be con- 
cerned that Sextant could be 
disadvantaged in winning 
orders from other aircraft 
makers if it were closely 
allied with Aerospatiale, a 
partner in the Airbus consor- 
tium. 

Aerospatiale is expected to 


give up its option and may 
sell out of Sextant com- 
pletely. In return, Thom- 
son-CSF is likely to renounce 
its right to go to court over 
Aerospatiale's return to the 
satellites business. 

When Thomson was res- 
tructured. it acquired Aero- 
spatiale's satellite business. 
Aerospatiale undertook not 
to take a controlling stake In 
another entity in that sector 
for a certain period. 

Thomson-CSF has rejected 
a request to inject Us mis- 
siles business Into those of 
Aerospatiale and Matra, but 
will undertake to buy mis- 


sile equipment from Aero- 
spatiale while preserving its 
own business in missile 

systems. 

On missiles, the addition 
of Aerospatiale's interests to 
Matra's creates a potential 
imbalance in the 5030 joint 
venture with British Aero- 
space, Matra BAe Dynamics. 

An agreement with BAe 
substituting the new Aero- 
spatiale for Matra In. the 
Matra BAe Dynamics ven- 
ture is also necessary, as 
well as with General Electric 
Company of the UK which, 
also has a joint venture, 
Matra Marconi Space. 


Air France outlines strategy 


By David Owen in Paris 

Air France, the French 
national carrier, is likely to 
decide next year with which 
of its two US partners - Con- 
tinental Airlines and Delta 
Air Lines - it will join forces 
in an attempt to build a new 
global airline alliance. 

Jean -Cyril Spinetta, Air 
France chairman, said yes- 
terday the group's ambition 
was to build the second 
or third global alliance 
with one big American 
partner. 

"The major alliance will 
start off with a large Euro- 
pean operator and a large 
American operator, that Is 
the first step we are seek- 
ing," he said. 

The French carrier, which 
is earmarked for partial pri- 
vatisation early next year. 


has code-sharing agreements 
with more than 20 airlines 
world-wide, but is not yet in 
any global partnership, such 
as the Star Alliance or the 
Oneworld Alliance.. 

The Star Alliance is made 
up of Germany’s Lufthansa, 
United Airlines of the US, 
Air Canada. Thai Airways 
and Varig of Brazil. One- 
world includes British Air- 
ways. American Airlines, 
Cathay Pacific. Canadian 
Airlines and Australia’s 
Qantas. 

Yesterday’s developments 
came as the French company 
reported a steep fall In first- 
half income. The results 
were heavily influenced by 
the cost of a damaging to- 
day pilots’ strike, which was 
called off just before the 
World Cup soccer tourna- 
ment in June. 


Net attributable profits for 
the six months to the end of 
September fell from 
FFrl.75bn to FFrl.34bn 
(S238m) on turnover that 
was virtually flat at 
FFrSS^bn. 

In spite of the downturn, 
Mr Spinetta indicated that 
he felt the right con- 
ditions for the planned share 
placement were now In 
place. 

He recently suggested the 
operation would probably 
come in the first quarter of 
1999. 

He said that four mer- 
chant banks - Credit Agri- 
cole- Indosuez and Morgan 
Stanley for the state, and 
Lazard and Socle t* Gdnferale 
for Air France - were work- 
ing on a valuation. 

Under plans outlined in 
February, the Socialist-led 


French government would 
dispose of up to 47 per cent 
of the carrier's capital, while 
pledging to remain the 
majority investor. 

The company estimated 
the strike’s impact on profits 
at FFrlJ3bn. By contrast, the 
figures were helped by a 
FFri88m exceptional gain on 
the sale of 34 per cent of 
Amadeus Finance, the French 
marketing company for 
Amadeus, the global travel 
distribution and seat reser- 
vation system. 

The group said the growth 
of passenger traffic in the 
first half reached 5.1 per cent 
and 8 per cent in the second 
quarter. Its load factor rose 
by 0.4 percentage points to 
the “exceptional'' level of 
76.5 per cent 
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OTE chief quits after clash with government 


By Kerin Hope in Athens 

The chief executive of OTE. 
Greece’s partly privatised 
telecommunications opera- 
tor and the country largest 
company, resigned yesterday 
after Clashing with the gov- 
ernment over corporate gov- 
ernance and the timetable 
for lifting its monopoly of 
public voice telephony. 

George Chryssoulouris 
was appointed in January by 
Costas Simitis, the Socialist 
prime minister, with a brief 
to modernise the company. 

But be has been in dispute 


with Tassos Mantetis, the 
transport minister and sev- 
eral board members over the 
day-to-day running of the 
company. 

“I tried to run OTE like a 
private sector company, but 
the government wanted to 
interfere. If they want the 
company to operate like a 
public sector enterprise, 
there’s no place for me," Mr 
Chryssoulouris- told the FT. 

His resignation underlines 
the government’s problems 
in modernising big state 
enterprises, where managers 
traditionally are selected on 


political criteria, analysts 
say. 

OTE's statutes make it 
independent of the govern- 
ment, but the Socialists 
refuse to allow the privatisa- 
tion of more than 49 per cent 
of the company. The govern- 
ment holds 55 per cent 

Mr Chryssoulouris's depar- 
ture also comes three weeks 
after OTE became the first 
Greek company to be listed 
on the New York stock 
exchange. 

US institutional investors 
bought most of OTE's ?i ibn 
secondary offering last 


month and now hold about 
25 per cent of the company. 

Several institutions yester- 
day voiced concern about 
OTE’s prospects following 
Mr Chryssoulouris's sudden 
departure. 

He also clashed with the 
transport ministry over a 
plan to open up public voice 
telephony to competition on 
January 1 2000, one year ear- 
lier than p lanned. Greece is 
being pressed by the Euro-' 
pean Union to speed liberal- 
isation, but Mr Chryssou- 
louris argued that the 
country's regulatory frame- 


work should first be 
reformed to ensure fair com- 
petition, 

“We have to liberalise the 
telecoms sector as quickly as 
we can, but you can’t do it 
without having an effective 
referee. There's some work 
to be done before that 
becomes the case,** he said. 

During his 10-month ten- 
ure. OTE speeded up its digi- 
talisation programme and 
launched Greece's third cel- 
lular network. 

• Yesterday's planned 
launch of share-trading in 
Panafon, the Greek mobile 


telephone operator, was 
postponed because of settle- 
ment and custody problems 
over shares bought by VS 
institutional investors, 
Athens bourse officials 

said. 

Warburg Dillon Read, the 
lead underwriter for last 
month's Drl96bn ($694m) 
public offering of Panafon 
shares, said trading would 
start on December 7. 

It said the delay Was a 
result of' strong demand 
from overseas institutions 
investing in Greece for the 
first time. 



set to merge 
drugs 



By DavW Owen In Paris and 
David PBBog in London 


Sanofi and SynthMabo win 
today announce the merger 
of their pharmaceuticals 
activities In the second 
tie-up this week involving 
a leading French drugs 
group. 

Subject to unlikely elev- 
enth-hour hitches, the two 
companies - which are the 
second and third biggest 
French ' pharmaceuticals 
groups - are expected to 
reveal that they are 
moving their pharmaceuti- 
cals assets into Sanofl- 
Synthfelabo. a new holding 
company. 

Elf Aquitaine, the oil 
group which is Sanofl’s 
majority shareholder, is 
expected to end up with 
34-35 per cent of the 
new entity and L’Ortal, 
the cosmetics group which 
plays the same role at 
Syntbeiabo, with some 19 
per cent. 

The deal, which should 
create the world’s 19th big 1 - 
gest drugs group in turnover 
terms, is understood to have 
secured board approval last 
night 

The transaction will not 
include SanoO’s beauty busi- 
ness, which includes the 
Yves Saint Laurent brand. 
This is understood to have 
been slated for separate dis- 
posaL 

Based on 1997 figures, the 
combined group would have 
annual sales of more than 
FFtSObn ($5-3bn). 

The market capitalisation 
of the two companies is cur- 
rently more than Ecu25bn. 

In Paris yesterday, Sanofi 
shares fell FFr70, or 7 per 
cent, to FFr930. Those of 
Synth&abo slipped FFr31. or 
2.5 per cent, to FFr1,199. 

The long-rumoured tie-up 
is widely seen as an effort to 
achieve critical mass in a 
fast-consolidating global 
industry. Indeed the new 
company will go a long way 
towards achieving this in 
Europe, where it will be 
number six. 

Big questions will remain 
about tbe strength of Sanofi- 


SynthSlabo ih the . vital 
US market, however, and 
some observers might see 
today's move as. in essence, 
an interim measure prior, 
to an eventual tie*® with 
a third, probably US. 
group. 

Another uncertainty is 
whether Elf wit! indicate a 
long-term intention, to retain 
its entire stake in toe new 
company. . 

The oil company first indi- 
cated it was ready to sell 
part of its Sanofi bedding as 
long ago as December 1996. 
A shareholders’ agreement 
is, however, understood to 
have been signed by the two 
parents in an effort to sus- 
tain the new entity?s strate- 
gic momentum. 

Jean-Francois Dehecq or 
Sanofi is expected to emerge 
as the number one In the 
new grouping, with Hervi 
Gudrin, bis Synthdlabo coun- 
terpart likely to be number 
two. 

Sanofi is being advised by 
Morgan Stanley and SyntMI- 
abo by Lehman Brothers. 
None of the parties directly 
involved In the transac- 
tion would comment yester- 
day. 

• France's Khbne-Poulenc 
and Germany's Hoechst 
agreed on Tuesday to merge 
their pharmaceuticals and 
agro-chemicals businesses to 
create A vends, the world's 
biggest life sciences com- 
pany, writes David Owen. 

RhOne-Pouleuc shares con- 
tinued to fell in Paris yester- 
day as investors reacted 
coolly to news of the deal. 
The shares, closed down 
FFr7.30, or 2^ per cent, at 
FFr256.10, after the more 
than FFr20 decline on a 
weak French market the pre- 
vious day. 

However the market's poor 
reception of the deal yester- 
day prompted Rothschild, 
one of the company’s advis- 
ers on the merger with 
Hoechst to comment: “The 
market has not realised 
yet that Aventis has the 
potential to become one of 
the most powerful life sci- 
ences companies In the 
world." 


Notice to the Bondholders of the 
U.S. Dollar Zero Coupon Bonds 1997/2017 
Issued by Deutsche Finance (Netherlands) B.V. 
exchang e able into shares of Daimler-Benz AG, 
guaranteed by Deutsche Bank AG 
(ISIN US 25154BAB31) 

After the start of the official quotation of the DairrterChrysler 
AG shares (ISIN DE 000 710 000 'Dj on the Frankfurt Stock 
Exchange, Eurex Deutschland has-.decided that with effect 
from November 17. 1998 the underlying of the options on 
Daimler-Benz AG shares traded on Eurex Deutschland has 
been substituted by Dalmler-Chrysler AG shares(the 
“Shares") at a ratio of 1:1.005. In this connection the 
Exchange Right of the Bondholders, the Exchange Price 
and the subscription ratio have been adjusted. 

Consequently, a Bondholder will receive, upon exercise of 
the Exchange Right, 0.26 additional Shares per Bond with a 
principal amount of U.S. Dollar 10,000. or a total of 52.01 
Shares (or the equivalent cash amount). The Exchange 
Price (previously DM 125.95 per share) is now DM 125.32 
per Shan?. 


Amsterdam 
November 1998 


Deutsche Finance (Netherlands) B.V. 
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Total chairman may need to pour oil on troubled waters 

Desmarest could face rocky response to merger from financiers, writes Robert Corzine 


T hierry Desmarest, Total 
chairman, was his usual 
enthusiastic self when 
he arrived in London yester- 
day to promote his takeover 
of PetroFioa of Belgium. But 
Total’s road show to sen the 
deal to key world financial 
centres looks set to be a 
rocky one, with shareholders 
uncertain how to interpret 
this week's events. 

The uncharitable view is 
that Mr Desmarest may be 
in danger of scaring an own 
goal in taking over PeLro- 
Fina. After all, investors and 
analysts alike on both sides 
of the Atlantic Ocean bad 
embraced the company in its 
current guise. 

Although Total is a “mini- 
major" when compared with 
the giants of the Interna- 
tional integrated oil sector, 
in recent years it has dis- 
played a commercial sa wi- 
ll ess and nimbleness which 
pleased investors. 

The feet that it was one of 
the few European oil compa- 
nies to attract a sizeable US 
following was evidence that 
its strategy - to take on the 
biggest companies in the 
industry in competing for 
large, low cost reserves 
while carefully controlling 
its involvement in capital 
intensive but generally low 
margin areas such as refin- 


ing and bulk petrochemicals 
- had struck a resonance 
among a wide range of inves- 
tors. 

The sceptical market reac- 
tion to the deal suggests 
there is a real worry that the 
Petra Fina deal contradicts 
the stated strategy by taking 
Total much more deeply into 

Mr Desmarest and 
his colleagues 
were clearly 
surprised at the 
degree of 
scepticism that 
greeted the deal 


refining and marketing, 
while adding a bulk petro- 
chemicals dimension to the 
business. 

Although Mr Desmarest 
denies there has been a fun- 
damental change in direc- 
tion, it is clear that the com- 
bined group will have a 
different composition that 
may unsettle some investors, 
at least in the short term: 
“They thought they were 
buying an apple and it now 
turns out to be an orange." 
is how one person familiar 


with the deal summed up 
the sceptical market reac- 
tion. “But investors have to 
evaluate the orange relative 
to the other oranges out 
there." 

Mr Desmarest yesterday 
insisted that the strategy 
remains tbe same even if the 
business blend is different 

Although the combined 
group will have a greater 
downstream exposure, espe- 
cially In north-west Europe, 
it will be of a higher quality, 
he said: “Besides, having a 
greater weight In the down- 
stream in a period of low 
prices is not lad." 

Mr Desmarest and Fran- 
cois Cornells, the head of 
FetroFina. insist there is a 
“huge potential for synergies 
and optimisation” of the 
group's European refining 
and marketing activities - 
perhaps the centrepiece of 
the merger - while acknowl- 
edging that there are “open 
questions" about the future 
or tbe US downstream 
assets. 

Mr Desmarest said the 
rapid growth of Total’s oil 
and gas production profile 
wifi continue, even though 
more capital may have to be 
directed to some parts of the 
downstream businesses to 
make them more competi- 
tive. 


He expected that the inte- 
gration of upstream assets 
would be “very easy", as 
there was little overlap. Id 
addition combined produc- 
tion growth would remain 
low cost, even though a 
greater proportion will come 
from Industrialised regions 
such as the North Sea, 
rather than the developing 
countries with which Total 
is usually associated. 

As for the controversial 
petrochemicals element, Mr 
Desmarest noted that they 
are “very competitive 
assets" that will make up 
only a third of the combined 
group’s overall chemical 
mix, with specialist products 
accounting for two-thirds of 
the total. 

Mr Desmarest and his col- 
leagues were clearly sur- 
prised at the degree of scep- 
ticism. that greeted the deal, 
accustomed as they are to a 
high degree of investor trust 
and confidence In their abili- 
ties and strategy. 

The key Issue for investors 
may lie less in the technical 
complexities of the integra- 
tion than in whether they 
believe Mr Desmarest and 
his expanded management 
team can “rebalance" Total 
Fina in the same way they 
have transformed Total over 
the past five years. 



Thierry Desmarest: sees huge potential tor synergies 


Deutsche Bank in Belgian buy 


By Samer Iskandar in Paris, 
Tony Barber in Frankfurt and 
Clay Harris in London 

Deutsche Bank said 
yesterday it had agreed to 
pay DMlbn ($596m) for 
Crddit Lyonnais Belgium. 
With the disposal, the 
French bank baa achieved 
more than half the FFr680bn 
($12lbnj asset sale pro- 
gramme imposed on it by 
the European Commission In 
exchange for approving an 
estimated FFrlOObn- 
FFrlSQbn of state aid. 

For Deutsche, the deal 
shows that its proposed 
acquisition of Bankers Trust, 
the eighth biggest US bank, 
has not diminished its appe- 
tite for expansion in Europe. 
It is already the largest for- 
eign bank in Italy and has 


considerable retail 
operations in Spain. It 
intends to merge its existing 
Belgian business with that 
of Credit Lyonnais Belgium. 

The Belgian sale was one 
of the three main disposals 
required by tbe Commission. 
The others are a 51 per cent 
stake in Germany's BfG 
Bank, accounting for 
FFrSOObn in assets, and two 
Spanish operations, with a 
total of FFttObfl in assets. 

In the case of BfG, several 
suitors are thought to have 
expressed interest, with a 
sale likely early next year. 

In Spain, the hank is con- 
ducting exclusive talks with 
two savings banks, Caja 
Duero - which would buy 
Credit Lyonnais Espafia - 
and Caja Madrid, which 
would buy Banco Jover. 


In exchange for the Com- 
mission's clearance for the 
state subsidy, the French 
government pledged to 
reduce its stake in Credit 
Lyonnais from 90 per cent to 
less than 10 per cent by 
October 1999. 

Between 1995 and 1993, 
Credit Lyonnais had sold 
some FFrl55bn of assets. 
Including subsidiaries in the 
Netherlands, Ireland and 
Italy. Assets in Scandinavia, 
Greece and Italy were sold in 
the months after the agree- 
ment with the Commission. 
These were estimated at 
“tens of billions of francs" 
by analysts. 

The Belgian sale leaves 
the French bank with some 
FFr320bn of assets to sell, 
with just under a year before 
the deadline. After Spain 


and Germany, the balance 
will be FFrlOObn. which 
should include activities in 
Australia and Latin Amer- 
ica, as well as a few remain- 
ing assets in Europe. 

The Commission is also 
requiring Cr&fit Lyonnais to 
dispose of 20 per cent of its 
domestic branch network. 

The bank's essential inter- 
national centres - including 
New York. Tokyo, Singa- 
pore, Hong Kong, Luxem- 
bourg, London and Switzer- 
land - remain largely intact 

Deutsche's main German 
rival, Dresdner Bank, had 
identified Belgium as a tar- 
get for expansion, and bank- 
ing sources said it had 
looked at Credit Lyonnais 
Belgium as a possible target 

Observer, Page 15 


5GA SOCTETE GENERALS 
ACCEPTANCE N.V. 
jVF 500 M0 000 REVERSE 

FLOATING RATE NOTES 

DUE SEPTEMBER 2003 
ISOi CODE : XS0O4479I738 
fior the period December 01. 1998 
to Match OI, 1999 the new rate 
has been fixed at 1040625% PA. 

Nexr payment dale : 

Match 01. 1999 
Coupon nr: 19 
Amount: 

FRF2 601.56 for the 
denomination of FRF 100000 

FRF 26 01 5.63 for tbe 
daKxninaaoa of FRF I 000000 
THE PRINCIPAL PAYING AGENT 
SOCIKTE GENERALE 

sank a trust sa 

1 1-13, avenm RmBe Reuter 
L-2420 LUXEMBOURG 


SGA SOCIETE GENERALE 
ACCEPTANCE N.V. 

FRF £00 000 000 REVERSE 

FLOATING RATE NOTES 

DUE JUNE 2003 
ISIN CODE : XS0O43249869 
For ihe period December 01, 1998 
to March 01. 1999 the new rate 
has been fixed at ! 1. 65625^ PA 
Next payment dale : 

March 01. 1999 
Coupon nr: 20 
Amount: 

FRF 2 914,06 for the 
denomination of FRF 100 000 
FRF29 140.63 for the 
dawminunn-af FRF 1 000000 
THE PR INCIPA L PAYING AGENT 
SOCIETE GENERALE 
BANK* TRUST RA. 

1 1-13, avtmc EwQe Renter 
W4» LUXEMBOURG 


SGA SOCIETE GENERALE 
ACCEPTANCE N.V. 

FRF 890 0D0 000 REVERSE 

FLOATING RATE NOTES 

DUE DECEMBER 2003 
ISIN CODE : XS0046033972 
For the period December 01, 1998 
to March 01. 1999 the new rale 
has been (rad al 9.265625* PA 
Next payment date : 

March 01. 1999 
Coupon nr: 19 
Amount : 

FRF 2 316.41 lor the 
denomination at FRF 100 000 
FRF 23 164.06 for the 
denomination of FRF 1 000 000 
THE PRINCIPAL PAYING AGENT 
SOCIETE GENERALE 
SANK & TRUST SA 
I l-U avatar EmBe Rcuter 
L-242A LUXEMBOURG 


CREDIT LOCAL DE FRANCE 
FRF 500 000 000 REVERSE 
FLOATER BONDS DUE 1999 
ISIN CODE : XSQ040821414 
For (he period December 1. 199H 
to June 1, 1999 the new me 
hn been fixed at 
193)992188 PA 
Next payment date : June 1. 1999 
Coupon nr: 12 
Amount : 

FRF 984.96 for the 
denomination of FRF 10 00t) 
FRP9 W9*l fortbc 
denomination of FRF 1 DU 000 

THE PiatOTALFAYlNG AGENT 
SOCIETE GENERALE 
BANK £ TRUST Sa 
n-U. AVENUE EMILE REUTER 
L^CO LUXEMBOURG 
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j^gg^JSROUPSEBCj TO LIF T COMPETITIVENESS IN LA CKUJSTBE MARKET . 

axes more 



By (Odd Tait in Chicago 



to cut costs 


Kellogg, the US cereal 
manufacturer, is to cut more 
Uian 500 head-office and 
North American jobs and a 
furtbp 240 contract posi- 
tions in an effort to cut costs 
and bolster its competitive- 
ness in the lacklustre US 
cereal market 

- The move, announced yes- 
terday, is the latest. in a 
series of. restructuring 


announcements by Kellogg, 
whiduttported a 34 per cent 
fell in after-tax profits in the 
Erst nine months of 1996 and 
has warned that earnings for 
the year could be down by 

One-fifth. . { 

In 1995-96. the .Michigan- 
based group out about 1,200 
manufacturing jobs, 
although the cost-savings 
feOed to restore the compa- 
ny's fortunes. 

Kellogg said it expected ~ 


that the latest redundancies 
would result in ' annual 
savings of about 4105m, 
beginning in 1999.* ft will 
take a one-off charge- of 
about STOm before tax to 
fond the move in the' fourth 
quarter of 1998, knocking 
about .11 cents a share, off 

aftertax earnings. 

There had been much 

speculation oyer, the size of 
the- impending jobs cuts in 
North America, where Kell- 


ogg. the world's • largest 
cereal company, has a 32 per 
cent market'' share; The 525 
redundancies are at the 
higher end of Expectations. 

However, Kellogg's, shares 
slipped $1 in yesterday's 
weak stock market to stand 
at $36 by. midday.' 

The company's problems 
fftpffl in part from the decline 
in the US cteeal. market and 
the change in peopled break- 
fast haty its- 


In the past five years the 
US market has slipped In 
value from about $8tm a year 
to about $7bn. At the same 
time, private-label competi- 
tors have taken a larger slice 
of the market, and Kellogg's 
market share has fallen from 
about 40 per cent. 

As part of its effort to 
counter these trends, 
Kellogg recently launched a 
new line of grain-based food 
products, which are 


advertised as fighting 
cholesterol. 

Arnold Langbo. chairman, 
said yesterday that the 
latest cost-cutting moves 
were part of a general 
strategy to “increase 
growth in ready-to-eat 
cereals, accelerate 
expansion of our 
convenience foods, and 
continuously improve the 
cost-efficiency of our 
operations worldwide''. 


MANUFACTURING 


NEWS DIGEST 


ITT Industries to cut up 
to 1,200 jobs in revamp 

HT Industries plans to streamline Its manufacturing 
operations, cutting up to 1,200 jobs and taking a one-tone 
charge of up $4O0m to pay for the restructuring. The 
moves come after the industrial company sold its auto 
electrical systems unit to Fiance’s Valeo for $3.7bn and its 
brake and chassis division to Germany’s Continental for 
$1.9bn In September. 

The group, which employs about 35,000 worldwide, said 
the charge would be between $370m and $400m and 
would be taken In the fourth quarter. Before yesterday's 
announcement, analysts had predicted JTT would earn 55 
cents a share in the quarter, down from $72 m, or 60 
cents, a year earfier. 

"We anti cipate a major restructuring across all of our 
units, particularly in our pumps business and our connec- 
tor business," said Travis Engen. chairman. 

ITT is one of the world’s biggest makers of pimps and .. 
fluid-control systems. Reuters, New York 

INVEST MENT BANK ING 

WDR shakes up management 

Warburg Dillon Read, the investment banking subsidiary of 
UBS, has shaken up the management structure of Its mar- 
kets operations and named a replacement for one of the 
executives who lost his job because of the Swiss bank's 
SFr984m ($707m) after-tax loss on Rs exposure to the US 
hedge fund Long-Term Capital Management 

John Costas becomes head of rates in the place of 
Andrew Sid liana. He will be based in London, moving 
from Stamford, Connecticut Mr Costas and his equities 
counterpart Cofln Buchan, will report to Markus Granziol, 
head of a new combined equities and rates division. A 
new treasury products division, to be headed by B3I John- 
son, will take in foreign- exchange and precious metals 
trading, alternative asset management exchange-traded 
derivatives and short-term interest rates and repos. 

Clay Harris 


Murdoch feces Italian setback 


By Pari Betts in ti8aa and 
Join Sapper in London - 


News Corporation, the 
international media com- 
pany controlled by Rupert 
Murdoch, declared last night 
that ft intended to enter- the 
Italian pay tetevisoo market 
even if a deal with Telecom 
Italia collapsed. 

Thp declaration ramp after 
Telecom Itaha indicated that 
it might not proceed with a 
draft deal to form a joist 
venture to rival Canal Pitts’s 
Telepitt service. Telecom 
Italia was to have held a 51 
per cent stake. 

News Corp declared that 
“it may be that News Corp 
Europe will progress its 
plans independently of Tele- 
com Italia” as a result of the 
Italian group’s “change of 
policy”. However, it would 
continue its. talks with Tele- 
com italia. . 

' There were also signs of 
political resistance to Mr 
Murdoch's move as the Ital- 
ian government unveiled 
proposals to prevent any sin- 
gle broadcaster controlling 
more than 30 per cent of 
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Stmnes to sell DIY; arm 

-Stinnea, the §l „ 

'to 'sell its' do-it-ybtsseff basinets ii 
group Rewe. Sfinnes, currently a' Yu. . 
of the Veba inddstrial conglomerate, safoWdlspo^wasj' 
part of a strategy crffbocentratfogits porffofiofheiad jrf an-- 
Initial public offering of 49 per cenfof thexbrrs»iiy Rfoe ; - 
second quarter of 1999- - • -jr .!> .y* 

:. Jjpr Rewe, ftwacqubltion of the PIY bushiess, 

ses a c^ispn of 138rsfores wW» attotal annual safes ' 1 . 1 ■■ 
j of approximately DM1 _8fwf($1.1bn); is a lurthere;:/ 
sion of $e home improvern«it market. Rewe’s cbpjrr 
• storesTws DM3bn'm annusd salqs and js market'. 

- in Gerfifiariy. The value of the de&nWas notdls^ .'l- 1 

bki^ed. frwterick StOdemann, Bonn 
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Pirelli in Japan tie-up 

T>ireffl, the Italian tyres and cables group, yesterday forged 
« joint venture with Abe Shokai, the Japanese company. . 

that has tradfricmlly mariteted Rreffl products in Japan, to 

help double ^ sates by the end of next year. 

. ;The Italian company said it would support Its new very- 
tore with a Y1.7bn ($13.8m) investment, foe largest by an ~ 
itafian company ki Japan this year. The .co mmerc al joint 
venture will be managed and 51 per cent controlled by 
ftrsBTs tyre subsidiary and wMJ maricet and dfetributecar, 
recreational; motorcycle and agricultural lyres to . J 4P®Jr 
The aim was to double volume sales to mg retha n 600.0)0 
.Urifts by next y«ar, Pirdti said. Paul Betts, Milan . 


Cisco in 
$126m 



Cisco Systems Is to acquire 
Pipelines for about $126xn id 
stock, the latest of a string 
of acquisitions ."by the lead- 

pS^SSKr^^g ‘ equip- 

ineh^ Eeniers reports from 
San Jb«, California. 

Privately-held PfpeLinks is 
a pioneer in the development 
Pf ^tghy^pad^yj Toutws 
capable ot seri&rig. voice and 
data traffic over traditional 
cznmzt-pwilched 'phqne net- 
jvorks aq4 newer packet- 
switched internet networks. 

CSsco hap been a minority 
foveetor in Ptpdjnks since 
1997. , The acquisition has 
been approved by fhe boards 
of company and is sub- 
ject, tp various closing condi- 
tions.' . .. 

E said the acquisition is 
intended to enable phone 
network operators to offer 
integrated voice and data 
network services at the edge 
.of the network. - 

Cisco safd ft planned to 
take a one-time, after- tax 
charge of 3-6 cents a share in 
its current fiscal second 
quarter, ending January, to 
cover acquisition-related 
costs.. 

Prior to the charges. Wall 
Street had expected Cisco to 
torn about 36 cents a* share 
in the current quarter, com- 
pared with 29 cents in the 
quarter ended January 1998, 
according to 'First CaD. 
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Franco Bemaba: seems rehictant to invest in pay-TV 


pay-TV rights for Italian soc- 
cer. News Corp had been 
preparing to bid L4^00bn 
($2.5bn) with Italian and 
French partners to secure 
pay-TY rights for all flrst- 
and second-division league 
matches for the next five 
seasons. - 

However, Vincenzo Vita, 
the Italian undersecretary 
for communications, said 
yesterday the government 


planned to amend its new 
broadcasting legislation to 
set a 30 per cent limi t on the 
soccer rights any single 
broadcaster can acquire. The 
Italian antitrust authority 
has endorsed the proposal 
The government’s latest 
move, reflecting broad politi- 
cal anxieties over Mr Mur- 
doch's Italian TV ambitions, 
has further complicated the 
magnate's Italian plans. 


News Corp had hoped to 
clinch a deal quickly with 
Telecom Italia, but Franco 
Bernabe. Telecom Italia's 
new chief executive, is 
reviewing the deal negoti- 
ated by the former manage- 
ment, as well as options 
Including Cnwi Plus. 

He appears increasingly 
reluctant to invest in the 
high-risk, high-cost pay-TV 
business, and is coming 
under political pressure to 
delay any decision. 

Salvatore Cardinale. the 
communications minister, 
yesterday revived an earlier 
government proposal to 
establish a single digital TV 
platform in Italy, instead of 
two competing ones. 

He argued that a rwmmnn 
platform would not breach 
European Union competition 
rules, because all content 
providers and broadcasters 
would have access to it. 

However, a common plat- 
form, with the limit on soc- 
cer rights, would clearly 
weaken Mr Murdoch’s 
efforts to gain a strong foot- 
hold in the country’s fledg- 
ling pay-TV market 


OIL B1JUR PREDICTS BARREL PRICES A T $15 

Texaco seeks 
alliances to 
reinforce rank 


By Christopher Parties 
In Los JLngeies 

Texaco is in no hurry to find 
a merger partner, but it is 
actively considering alli- 
ances and acquisitions to 

reinforce its position as the 
third-biggest US oil group, 
Peter Bijur. group chairman, 
said yesterday. 

Cost-cutting projects 
already started would yield 
savings of S400m next year 
and 5800m by 2000. when Mr 
Bijur expected oil prices to 
rise from current lows. 

Addressing Wall Street 
analysts a day after Exxon 
unveiled its $75bn link with 
Mobil. Mr Bijur added that 
the group would increase 
capita] spending next year, 
though all the growth would 
be focused cm electricity gen- 
eration rather than core oil 
and gas exploration. 

Its capital budget for next 
year was S4.3bn. down from 
this year’s planned $4.6hn, 
but still ahead of the gibn 
which will be actually spent. 

Mr Bijur predicted oil 
prices, about $11 a barrel on 
the New York Mercantile 
Exchange early yesterday, 
would average $15 next year 
and rise to $17.50 in 2000. 

Group output was expec- 
ted to rise in 1999 to a daily 
average of 1.32m barrels of 
oil equivalent from l.30m 
this year. Observers consider 
Texaco to be a leading par- 
ticipant in an expected’ wave 
of oil deals following the for- 
mation of Exxon Mobil, in 
part because it appears to 


Texaco 

Sb*epria(fi 



have extracted most of the 
potential economies from its 
existing businesses. 

Others expected to join the 
next stage of the hunt 
include Chevron. Unocal, 
and Atlantic Richfield - all 
based in California - and 
European groups Eni of Italy 
and Spain's Repsol. 

Texaco recently 
announced plans to cut its 
exploration und production 
workforce by about 1,000, or 
more than 12 per cent. 

The redundancies will 
reduce the group’s payroll 
by 5 per cent and are due to 
be completed by next spring. 

The Texaco strategy of 
cutting costs while seeking 
partners is similar to other 
energy groups. Some esti- 
mates suggest aggregate US 
spending on exploration and 
production will fall 10 per 
cent next year. 

CommotStfes, page 28 
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Shiiu IFR Stunuo TVu.i l> 


This firm brings you all the qualilies you need. 
They know Europe as only Europeans can. And world 
markets as only a global firm docs. 

They give you j strong hand at the negotiating table. 
They come up with financial innovations when the capital 
markets weaken. 

Most important, they have a way of overcoming 
even the most complex business problems with one 
powerful belief. 

Anything is possible. 

MORGAN STANLEY DEAN WITTER 


'• to* tali Belong FuriJim Crona Ho^Kmik ManoeJwi* Loci* Unaho]; Mjdnd Mrftmmir 

MbtfasT 'JUwot IMa . ' Nrwturk t>uk> ten Sin teak toal .Sogafw Mitno Tjupri Ti*i.. loomo Zuntb 


: You began this when Europe’s economy was on an 
upswing, markets were sirong, and almost any firm could 
handle a merger or acquisition with ease. 

Still, you chose Europe^ leading firm, just to be certain. 
You're glad you did. . 

For the Grm has performed consistently for you and 
‘tidier clients — ranking first among its peers in completed 
European 'M&A transactions every year since 1995 as well 
as year-to-date 1998* — even during recent periods when 
markets were at their most volatile. 


\ 


id 

n- 

or 

>y 

.71 

w 

re 

cv 

<o- 

tl- 

ll 

at 

.i*- 

ot 


_ d 


■TOir" 










20 


FINANCIAL TIMES TH LFRSDAY DECEM RER 3 J 99S 


BMW/ROVER: FINDING THE 


RIGHT FIT 


CAR INDUSTRY ROVER LOSSES BLAMED ON STRONG POUND AND WEAK MODELS 


reins in unruly charge 


BMW 

By Haig Smonian, 

Moinr Industry Correspondent 


As attempts were made 
yesterday to talk up Rover's 
future after agreement on its 
radical labour flexibility 
deal, the key question that 
remained unanswered was 
why BMW had waited so 

long to grapple with its way- 
ward UK subsidiary. 

Rover is forecast to lose at 
least DM500m i.S296m) this 
year under BMW’s conserva- 
tive accounting rules. That 
Is nearly double the DM260ro 
lost in 1997. This year s fig- 
ure may actually be much 
higher. Analysts' estimates 
exclude the 3.000 job losses 
agreed under the new flexi- 
bility deal. Extra provisions 
for the redundancies will be 
added to this year’s Rover 
accounts to give Werner 
SAmann, the new chairman, 
a clean slate wben he takes 
over in January. 

The strong pound has been 
one factor behind Rover's 
spiralling losses, making for- 


eigu sales less profitable as 
margins have been squeezed. 
In the UK the company has 
suffered from rising competi- 
tion as foreign rivals have 
used their higher margins 
from currency gains to cut 
prices and bolster advertis- 
ing and marketing. 


Running Rover at 
arm’s length with 
visits ’one day a 
week’ may not 
have been ideal 


Weak models bave been 
another cause of Rover’s 
problems. Part of the range 
has been replaced: BMW has 
been spending £500-£600m 
iS825m-$990mi n year on 
products and equipment 
since buying Rover in 1994. 
That has led to attractive 
new vehicles such as the 


Land Rover Freelander. the 
revised Discovery' and the 
new Rover 75 saloon, due to 
go on sale next March. 

But spending has so far 
excluded the small and medi- 
um-sized passenger cars that 
form the backbone of pro- 
duction at Longbridge. 
Rover’s biggest factory that 
dates back decades and once 
built post-war Austins. 

Declining demand for the 
200 and 400 has been one of 
the main reasons for the 
steep fall in Rover's UK mar- 
ket share. In October this 
fell to a record low of 6.6 per 
cent. November's figure is 
not expected to be any 
better. 

Rover’s problems, sig- 
nalled by a First set of 1.500 
job cuts earlier this year, are 
now overshadowing BMW 
itself. Its share price came 
under heavy pressure this 
week amid rising concerns 
about Rover's losses and 
rumours of a split on the 
Munich board about how to 
deal with the UK side. 


In announcing bis resigna- 
tion. Mr Hasselkus said he 
had underestimated the 
advantage the strong pound 
-would give to Rover's for- 
eign competitors and failed 
to react in time to the dan- 
ger signals in the home mar- 
ket. In October, Renault for 
the Qrst time overtook Rover 
to become the UK’s third 
most popular car brand. 

Mr Hasselkus’s resignation 
also betrays a willingness to 
shoulder what may be the 
responsibilities of other 
BMW executives. Since buy- 
ing Rover in 199*. BMW has 
been generous with new 
Investment but less urgent 
in tackling deeper problems 
at its subsidiary. 

For two and a half years 
after the takeover. Rover's 
managers were left largely 
to their own devices. First 
Bernd Pischelsrieder. BMW’s 
chairman, then Wolfgang 
Reitzle, the German group’s 
number two, were titular 
chairmen. But, as Mr Pis- 
cbetsrieder conceded yester- 



day, running Rover at arm's 
length with visits “one day a 
week" may not bave been 
ideaL The attention to inte- 
gration and corporate cul- 
ture at DaimlerChrysIer sug- 
gests others may have 
learned from BMW’s mis- 
takes. 


BMW recognised its fail- 
ings when it appointed Mr 
Hasselkus. a board member, 
to run Rover in September 
1996. Since then, links 
between the two companies 
have been strengthened and 
BMW has adopted a much 
more interventionist 


approach. That went further 
in October with the arrival 
of Christian John von Frey- 
end, BMW's former financial 
controller, as Rover's new 
finance director. 

Mr Pischetsrieder says 
there will be no further 
-Germanisatioti’' of Rover. 


“We don’t need German 
executives or British execu- 
tives or US ones: we need 
good ones," he said yester- 
day. But what Rover needs 
above all. and especially at 
Longbridge, are attractive 
products. And those, still 
appear a long way off. 



How the group shapes up 


BMW total investment 
DM bn 
5 



Made in England but controlled from Munich 


BMW has lost patience with Rover, 
which is paying for its failings with its 
independence, writes Graham Bowley 


I t was in London that 
Bernd Pischetsrieder. 
BMW chairman, yesterday 
outlined the future of Rover. 
But the (Ate of the once- 
proud British company was 
decided many miles away, in 
BMW's futuristic headquar- 
ters in southern Germany. 

It is unclear what forces 
within the Munich board- 
room shaped events. Two 
possible explanations have 
been put forward. According 
to the more dramatic ver- 
sion. yesterday's pronounce- 
ments , which have ramifica- 
tions across Britain's 
manufacturing industry, 
reflect management unrest 
deep within BMW. 

These are centred around 
a bitter boardroom feud 
between the unassuming Mr 
Piscbetsrieder and Wolfgang 
Reitzle, BMW’s flamboyant 
development chief and the 


company’s undisputed num- 
ber two. In this scenario. 
Rover - and Walter Has- 
selkus. who yesterday 
resigned as Rover chief exec- 
utive - are merely unwitting 
pawns in a wider political 
tussle. 

According to this conspir- 
acy theory, which resurfaced 
this week in the German 
press. Mr Reitzie is still 
seething about being passed 
over for the top job back in 
1993. 

Once the heir apparent to 
former BMW boss Eberhard 
von Kuenheim. Mr Reitzle 
was punished after it 
became known that he had 
been considering jumping 
ship to head rival German 
car group Porsche. 

But he still harbours ambi- 
tions for the chairmanship 
and, so the theory goes, is 
using Rover's failings, which 


have undoubtedly weakened 
his rival Mr Pischetsrieder. 

Tbe resignation of Mr Has- 
selkus and the whittling 
down of much of Rover’s 
independence - the inevita- 
ble result of the changes 
announced yesterday - is 
the sacrifice Mr Piscbets- 
rieder is forced to pay. hav- 
ing favoured keeping Rover 
as an independent company 
within the group. 

“They’re at each other’s 
throats. Pischetsrieder is 
pro-Rover, so by definition 
Reitzle is anti-Rover,” said 
one company insider. 

T he second explanation is 
a more sober reading of 
events and more likely. 
This Is that BMW’s board is 
united but that they and 
shareholders (mainly tbe 
Quandt famil y, which owns 
more than 40 per cent of tbe 
company) and the supervi- 
sory board have finally lost 
tbelr patience with Rover’s 
failings. 

These have been especially 
irksome given tbe success of 


competitors such as Volks- 
wagen in turning round its 
own recent acquisitions. 
Seat of Spain and Skoda of 
tbe Czech Republic. 

The failings have been 
rammed home by sharp falls 
in the BMW share price as 
investors have become wor- 
ried by the company's inabil- 
ity to sort out Rover's prob- 
lems and to close what Mr 
Pischetsrieder claimed is 
still a yawning productivity 
gap between the German 
and UK factories. 

The result: out goes the 
softly-softly approach to 
Rover’s integration favoured 
at first in the interests of 
British relations. Instead. 
BMW will begin the radical 
overhaul of Rover it should 
probably have launched 
when it took it over in 1994. 

This means job cuts, 
imposing the flexible labour 
time models that bear the 
stamp of BMW’s own 
Bavarian factories, and more 
German managers in Rover’s 
factories. Out goes^ Mr 
Hasselkus, who had tried to 


protect Rover's 

independence. “This is a 
stepping up of BMW's 
pressure on Rover and 
Rover’s independence has 
gone." said one analyst 

The appointment of a rela- 
tively unknown company 
Insider, Werner Skmann, 
adds to the Impression that 
BMW is keen to grab full 
control of Rover. 

Mr Sdmann. a professor at 
Berlin Technical University 
and currently responsible for 
BMW's engines and chassis, 
is unlikely to want to plough 
his own course. Instead, as 
BMW emphasised yesterday, 
he will be more interested in 
tackling Rover’s many tech- 
nical difficulties, which is 
exactly what the company 
needs right now. "He is a 
straight guy. very target ori- 
entated and tough." said one 
executive. 

Regardless of the political 
battles that may or may not 
be raging between his supe- 
riors back in Munich, it will 
be up to Mr Sdmann to bring 
Rover back to profit. 



Mastering Global Business 

£24.95 

Offering a unique synthesis of insights and perspectives from 
four of the world's best business schools - IMD. Templeton 
College Oxford. Amos Tuck and HEC - this book shows you how 
to make sense of what die real issues are for global business. 



Leading the 
Organisation to Learn 

Cope 

£19.99 

Knowledge is an organisation's 
only sustainable competitive 
advantage. Organisations that 
continue to learn and diffuse 
knowledge throughout their 
company are the winners of 
today and tomorrow Now you 
too can lead yoir organisation 
to learn. 


The Interim 
Manager 

Qutterbuek & Deariove 

£19.99 

Interim management is the 
ultimate win win situation. 
But have you got what it 
takes to become an interim 
manager? Dr. on the other 
side of the fence, do you 
know how to go about 
getting an interim manager? 


Key Management 
Ideas 3e 

Crainer 

£19.99 

A concise, relevant and easy- 
to-use guide which distils and 
demystifies the important 
management concepts of our 
time, ft provides instant 
access to management's big 
ideas and places them m a 
perspective that can be 
understood. 



INTERN ATI ONA t. 

BUSTS EL I.ER 




Key Management 
Ratios 

Walsh 

£19.99 

This comprehensive guide 
shows managers of different 
functions how to work 
together towards achianng 
business goals and links the 
return on financial resources 
into the day-today operating 
parameters of the business. . 


FT Mastering 
Finance 

£29.99 

FT Mastering Finance brings 
together the latest in 
financial expertise from three 
of the best business schools 
in the world: London 
Business School, Wharton 
School of the University of 
Pennsylvania and University 
of Chicago Graduate School 
of Business. 

Trading Online 

Pad 

£25.00 

Trading Online introduces 
private investors to the 
expanding world of internet 
trading; guiding them step- 
by-step through the mass of 
information, directing them 
to the best deals and 
shewing them how to trade 
efficiently, effectively and 
profitably Don't trade online 
without fc. 
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Investing with the 
Grand Masters 

Morton 

£16.99 

A unique insight into the 
identities, strategies, tactics 
and investment philosophies 
of the UK’s market movers. 
'Not just very helpful, but 
also actually a good read', 
Zeinab Badawi. Channel 4 
News 


Mastering Financial 
Calculations 

Steiner 

£29.99 

This practical and interactive 
book will help traders and 
investors alike to master the 
essentials of pricing, 
evaluating and analysis 
across a core range of 
financial instruments and 
markets. 


Activity-Based 
Costing in Financial 
Institutions 

Mabberley 

£55.00 

This book explains ABC 
techniques dearly and 
succinctly and shows how 
they can be used throughout 
an organisation to improve 
profitability 
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?.-I9!ll?IL V . e . ! N DUSTRY_GR0UP FACES EXTRAORDINARY LOSSES OF YSOfcn FOR FULL YEAR 


Nissan accelerates asset sales to cut debt 


By Alexandra B aniey in Tokyo 

Jfisran. the Japanese car and 
group, is accele rating 
t0 deduce its heavy 
debt burden by selling assets 
and turning idle properties 
into cash-generating 
businesses. 

The company said yester- 
day it had agreed to sell 66.6 
per cent of Nissan Graphic 
Arts, a wholly owned subsid- 
iary that designs company 
brochures, to TBWA World- 
wide. part of Omnicom, the 


global marketing group. The 
move follows Nissan’s sale of 
a controlling stake in Hippo, 
its advertising aim. 1 to 
TBWA in September.'. ' ' - 
Nissan would not com- 
ment an the price oC the sale, 
which is expected to take 
place late this montit’Tbe- 
timing would allow the car 
company to post additional 
extraordinary gning in the 
second half- _ 

The company, which had a 
36 per cent collapse In pre- 
tax profits to Y 28 . 8 bn 


(S236m) in the first half, said . 
it would record Y80bn in 
extraordinary losses in the 
fall year. Of this. YflJbn 
would, be from valuation 
losses on equity holdings, 
YSObn from restructuring 
costs, and Y30ba from the 
«u<qw=Bi nf. fhcp ri assets How- 
ever, ttese losses would be 
offset by Y 20 bn in revenues 
from prope rt y sales. 

- . Most of these charges had 
been fafrg" In the first b«if u 
the company said. Extraordi- 
nary losses in the second 


half would be YI8_7bn, jt 
added. 

Nissaii also confirmed 
plans to turn its- Zama plant 
south of-. Tokyo,.; which 
suspended assembly 
operations in 1905 , into a car 
showroom. .. 

ft is also negoffetizig to sdl 

other assets, bat refused to 
comment on talks with 
DaimlerChrysler, which has 
expressed an interest in tak- 
ing- an equity stake in Nis- 
san Diesel, the truck mamir 
factoring unit. 


In November, Nissan 
pledged to reduce its 
Interest-bearing debt from 
Yi.OOObn to Y400bn after 
warning that it expected to 
record YSObn in group net 
losses this year - the sixth 
year of lasses In the past 
seven. 

The group’s restructuring 
p lans include consolidating 
model platforms from 20 tw* 
year to five by 2005. and 
reorganising its lossmaidng 
US operations. 

Analysts, while applaud- 


ing Nissan's efforts to 
improve its sales finance 
operations in the US. have 
criticised the group's 
restructuring as “too little, 
too late**. With Japanese 
domestic car production 
expected to fall below 10 m 
units this year for the first 
tone in decades, the US mar 
ket will be the critical factor 
in determining Nissan’s 
cashflow this year, they said. 

Shares in the group gained 
Y7, or L8 per cent, to close 
at Y40C. 
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Tenaga 

sells 

plant for 
M$740m 

By Sheila McNulty 
bi Kuala Lumpur 


T e naga. Malaysia’s national 
power utility, is selling a 
330MW power plant to Pow- 
ertek. an independent power 
producer, for MS740in 
(US$I95m) as part of its 
efforts to streamline 
operations and cut costs. 

Tenaga plans to concen- 
trate ou transmission and 
distribution. 

Fowertek will pay M*296m 
cash, with the rest payable 
over six years. The deal also 
Includes an option for Ten- 
aga to acquire up to 27.85 per 
cent of Powertek's equity 
between the third and sixth 
year. The balance paid dur- 
ing the period will carry 
annual interest of 7 per cent 

Powertek is the only 
Malaysian independent 
power producer in which 
Tenaga does not hold a 
stake. The . deal also gives 
Tenaga representation on 
Powertek’s board. 

As the regional economic 
crisis struck last year. Ten- 
aga moved to delay 60 trans- 
mission and distribution pro- 
jects worth MSSbn. - 

Ahmad TajuddinAH, exec- 
utive chairman, said at the 
time the utility had been 
hard hit by increasing loan 
costs due to the failing ring- 
git/given' that -its -loan -port- 
folio was largely 'denomi- 
nated in foreign currency. 
Malaysia has since fiypH the 
exchange rate at M$&8D to 
the US dollar.. • 

Tenaga reported net losses 
of M$3Jbn for the year to 
August 31. against a net loss 
a year ago of MSMlm. 

Tenaga expects to return 
to profitability next year if 
the ringgit remains pegged 
and electricity demand, 
increases as expected. It said 
that once the preliminary 
agreement was sealed, it 
would sign a power purchase 
deal with a Powertek unit 
that would run the plant 
under an initial 21 -year 

agreement. 


Cathay pulls out of talks on PAL stake 


By Louise Lac as in Hoog Kong 

Cathay Pacific. Hong Kong’s 
de fa cto flag carrier, has pul- 
led out of talks to fake a 
stake in the troubled Philip- 
pine Airlines after fairing to 
reach agreement on price., 
and management control 

PAL said yesterday that 
talks had resumed with 
another unidentified foreign 
suitor and that a local group 
had stepped in, pledging 
$90m, or 60 per cent of the 
$150m needed for rehabilita- 
tion. However, the collapse 
of talks with Cathay leaves 
debt-ridden PAL. looking vul- 
nerable. 

• Joseph Estrada, president 
of the Philippines, yesterday 
called for a meeting with 
Cathay Pacific and Lucio 
Tan. PAL’s controlling 

shareholder. 

“If PAL closes down, many 
businesses win be affected so 
I have to go out of my way 
to see to it that negotiations 
will push through." he 

But Cathay Pacific held 
out little- hope of a turn- 


round. It said it abandoned 
plans to take a stake in PAL 
after it became dear that 
serious differences between 
the various parties could not 
be resolved. 

These include manage- 
ment control, which was key 
to Cathay Pacific, and valua- 
tion. Cathay Pacific earlier 
said it had made , a provi- 
sional offer of up to 4bn 
pesos ($102m). and that this 
would include other foreign 
Investors. 

Cathay Pacific first 
entered into talks in early 
October, shortly after PAL 
was temporarily grounded 
by a dispute between man- 
agement and workers. At 
that time Cathay Pacific 
operated a series of domestic 
charter flights , at the 
request of the Philippines 
government 

Philip Chen, chief operat- 
ing officer at Cathay Pacific, 
said toe breakdown in talks 
was unfortunate. “We really 
felt we could have made a 
significant contribution 
towards the rehabilitation of 



Jkweph Estrada: caSed for meeting with Cathay pacific and Lucio Tan, PAL controling shareholder 


PAL beneficial to all parties 
involved." he said. 

Not least of these are toe 
8,000 staff, whose jobs Mr 
Estrada has pledged to keep. 
While some analysts say this 
conflicted with would-be 


buyers’ plans for greater effi- 
ciency, Cathay Pacific says 
this was not a crucial issue, 
given that the need for staff 
cuts bad been signalled 
before it entered Into talks. 

. Mr Chen said Cathay 


Pacific remained open to 
“future co-operation in other 
areas of mutual benefit.” 

His comments were wel- 
comed by PAL. 
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Marubeni speeds up disposals 
as trading conditions worsen 


By Mfcffiyo Hatamoto to Tokyo 


Marubeni, one of Japan’s 
leading trading companies, 
is stepping up moves to 
reduce its group assets in an 
attempt, to improve lis ; bal- 
ance sheet. : ■ 

Marubeni said it had 
decided to bring forward its 
plans because of the deter- 
iorating business . environ- 
ment 

Initially, the company had. 
planned to reduce assets by 
Y500bn (*4ibn) over, three 
years. However, it is now. 
planning to reduce asSeto by. 
YSOObn this financial 'year 
and a. further Y5D0hn;over 
tiie next two business years. 

The group had assets of 
T7^89hn at -toe. end of Sej^ 
tember against interesfcbear- 
Ingdebtof Y5400bn. 

Marubeni plans.' to reduce 
assets by hot renewing 
deposits at financial institu- 


tions. by selling financial 
products it holds, such as 
corporate bonds with low 
interest rates, and by reduc- 
ing inventories. . 

The move was dismissed 
by analysts as defensive. 
“This is not real restructur- 
ing,'* said Kota Nakako, at 
Warburg Dillon Read in 
Tokyo. The company had 
not yet faced up to the need 
. to deal . with . unprofitable 
businesses, he said. - 

The move seemed to have 
been prompted by a need to 
reduce financial assets pro- 
viding low yields as a result 
of the increasing interest 
costs facing Marubeni Mr 
Nakako added. 

Trading companies used to 
borrow funds at low cost and 
invest them in low-risk 
financial products such as 
corporate bonds, to make a 
profit on the spread. How- 
ever, as fund-raising costs 


have risen, this has become 
TPTp mfitab k*- 

Separately, the company 
yesterday indicated it was 
prepared to provide Fuji 
Bank, a member of toe same 
Fuyo group of companies, 
'with about YlObn to boost 
its capital base. 

Fuji Bank has said it was 
hqping to increase its capital 
by about Y200bn, but has not 
made an official request to 
Marubeni. 

Marubeni said it; expected 
its support could be about~5 
per . cent of the total Fuji 
Bank aims to raise 

Marubeni’s own financial 
position remains weak. It 
has a net debt-toequity ratio 
of more than 900 per cent 
and will report a net loss due 
to securities losses amount- 
ingto Y68bn in the first half. 
A quarter of this is attri- 
buted to its holding of Fuji 
Bank shares. 


Tokio Marine eyes 
securities tie-up 


By Naoko Nafcamae in Tokyo 


Tokio Marine and Fire 
Insurance, Japan’s- largest 
property and . casualty 
insurer, is. holding discus- 
sions- with Charles Schwab, 
the US discount broker, to 
form a joint brokerage ven- 
ture, say sources dose to toe 
Japanese company. 

If successful, it would be 
the first time a non-life 
insurer entered the securi- 
ties business in Japan. 

Tokio Marine, which is 
affiliated to the Mitsubishi 
Group, yesterday said it was 
considering several options 
in response to Japan's Big 
Bang financial deregulation, 
ft would not comment on the 
talks with Charles Schwab. 

Although the entry of for- 
eign insurers into toe prop- 
erty and casualty insurance 
market is expected to 
increase competition in 


Tokio Marine's core busi- 
nesses, analysts questioned 
the reasoning behind a 
link-up. 

David Threadgold, insur- 
ance analyst at ING Baring 
Securities in Tokyo, said dis- 
count brokers marketed 
their products directly and 
would not need Tokio 
Marine's network of agen- 
cies across Japan. 

“A Charles Schwab link-up 
would be more with the Mit- 
subishi Group [which 
includes financial institu- 
tions such as Bank of Tbkyo- 
Mltsubishi] rather than with 
Tokio Marine," said Hidey- 
asu Ban, insurance analyst 
at Morgan Stanley Dean Wit- 
ter in Tokyo. “Charles 
Schwab would be able to 
access a large client base 
and the Mitsubishi group 
would be able to diversify its 
business range into areas 
such as online trading.” 


NEWS DIGEST 


JAPAN 


Nikko Securities put 
under review by S&P 

Standard & Poor's yesterday placed the ratings of Japan's 
Nikko Securities under review, with negative implications. 
The ratings agency said Nikko's business was likely to 
“remain under intense pressure and could deteriorate fur- 
ther in toe medium term”. S&P also cited increasing con- 
cams about how beneficial Nikko's alliance with Citigroup 
might be. The US company, combining Citicorp and Trav- 
elers, is taking a 25 per cent stake in Nikko, which is put- 
ting its businesses outside Japan into a joint venture with 
Salomon Smith Barney, Qtigroup's investment banking 
subsidiary. Clay Harris 

VEHICLES 


Astra ahead in third quarter 

Astra International, the Indonesian car and motorcycle 
maker, yesterday credited non-core businesses for a 40 
per cent rise in third-quarter operating profits, but con- 
ceded that much of the increase was a one-off gain on 
cheap inventory. 

Nine-month figures showed a net loss of Rp488bn 
(S40m), compared to a profit of Rp326.9bn last time. In the 
first half, net losses were Rp7.36Dbn. mostly due to foreign 
exchange fosses on $2bn in debt, but a new regulation 
issued in September allowed Astra to defer Rp5.300bn in 
such losses. 

Astra said that a strong rise in revenues from businesses 
other than its core automotive division, such as consumer 
goods, electronics and timber products, had helped bol- 
ster revenues, leaving them down 22 per cent to 
Rp8.510.9bn. 

The group held down the cost of revenues, despite 80 
per cent annual inflation, leaving gross profits on non- 
financial businesses up nearly 11 per cent to Rp2.630.4bn. 
Astra has cut costs, including staff, but it conceded its 
margins were flattered by use of cheap imported inventory, 
bought before toe rupiah crashed last year. 

Sander Thoenes, Jakarta 


SOUTH KOREA 

Samsung mulls car unit swap 

Samsung, the South Korean conglomerate, is discussing 
swapping its car business for the consumer electronics 
operations of Daewoo, local media reported yesterday, 
quoting a senior presidential aide. The deal would repre- 
sent a renewed focus on core businesses for both groups. 
Samsung is Korea’s biggest electronics company, while 
Daewoo is the nation's second largest carmaker. Samsung 
Motors aid Daewoo Electronics are similar in size in 
terms of assets and debts. Neither Samsung nor Daewoo 
was available for comment. 

Samsung has been criticised by analysts for expanding 
into car production this year despite its lack of experience 
in the sector. Its exit from the car industry would leave 
Hyundai and Daewoo as Korea’s only carmakers. Daewoo 
has been toe subject of recent speculation about its finan- 
cial health, and its electronics unit is considered the weak- 
est of its three main businesses, which indude cars and 
shipbuilding. John Burton, Seoul 


C OSME TICS 

Kao sells remaining IT assets 

Kao, the Japanese cosmetics and toiletries group, yester- 
day concluded the restructuring of its Information technol- 
ogy division by selling moat of its remaining assets to 
Zomax Optical Media, aFUS compact disc maker, for 
about $60m. Kao would not give details of the operation's 
sales and profits, but said the businesses, in the US, Can- 
ada. Ireland and Germany, represented toe core of its IT 
operations, which had gaterated sales of Y40bn last year. 

The deal ends Kao's withdrawal from information tech- 
nology. although the division still has some land and build- 
ings in the US. 

Yesterday’s announcement was made after the market 
had closed. The shares ended unchanged at Y2.370. 

Patti Abrahams, Tokyo 
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CONTRACTS & TENDERS 


INVITATION FOR BID 

EsLM&J&MBS. 

Cables network branch with tbe fond of Albanian Telecom .100.000 (throe hundred) USD wonts 
to procure for 

“ EQUIPMENT, TOOLS AND MATERIALS FOR CABLES 
LAYING IN CONDUIT SYSTEM” 

Cables Network Branch invites the interested subjects 10 take part in toe '’International Open 
Tender” offering their highest quality with toe best competitive price for delivery of tools and 
materials to be used in toe conduit system of toe Albanian Telecom. A complete set of the 
Tfender Documents in English language may be purchased by interested subjects every day from 
Monday - Biday, at time 08.00 am. - 15.00 p.nt. on toe submission of a written request and 
upon prepayment of a non refundable fee of 50 US. The document will be sent by DHL also, 
upon prepayment of a non refundable fee of 90 USD. The payment are to be mode directly to 
tbe premises of tbe Cable Network Branch or through its following financial address. 

CABLES NETWORK BRANCH. 

FIUAU / RRJETEVE KABLLORE 
Narional Commercial Bank 
Account Number 63 W1 07/01 
Saving Bank 

Account Number 3265/3710 
ALBANIA 

The Bid must be submitted to tbe secretary of toe Cables Network Branch on the following 
address: 

CABLES NETWORK BRANCH 
FIUAU I RRJETEVE KABLLORE 

Rruga "Aleksander Moisiu ", Kinostudio. Tirana -ALBANIA 

The Bid must be submitted not later than 20 January. 1999. at 10.00 a.m.. when the Bid will be 
Open in Cable Network Branch premises in tbe presence of Bidder’s representatives who wish 
to attend. Tbe Bid Security will be forfeited if toe bidder withdraws its Bid after the Bid will be 
open or. refuses to sign the Contract. 

For any further information you can contact the following address: 

CABLES NETWORK BRANCH 
FIUAU I RRJETEVE KABLLORE. 

Rruga "Aleksander Moisiu”, Kinostudio. Tirana- ALBANIA 
Attn; Elsa KAS1MATI 

Tel: ++355 42 Z63468 Fax:++355 42 32200 


Flna 11 ri. 1 l Tiring Survt-ys 

Northern Ireland 

Tuesday February 2 

For further information please contact: 

Chorine. B'-indford Tel: -353 1 G7G lltW F.n: .333 1 G76 3123 email: chaibSinriigo.ic 
Trjrnv Cndacot! in London Tel: +44 171 E73 4356 Pax: -44 171 373 4862 email: tr.ieey.endjieottCFT.cc 

FINANCIAL TIMES 

No FT, n.o cemmeni. 


N 


A 

e 

d 

5- 

r- 

IT 

d 

it 

e 

d 

•j 

p- 

o 

Q 

a. 

a 

ts 

d 

t- 

is 

•** 

* 

•0 

it 

o 

ir 

y 

if 


id 

n- 

ur 

»' 

.71 

IB 

rs 

Cl* 

ly 

<y 

ti 

il- 

at 

4*- 

at 



I 

< I 
\ 

I 1 
* 

i ' 


i ; 
i 


» i 


22 


FINANCIAL TIMES THURSDAY DECEMBER 3 T9<38 


COMPANIES & FINANCE: UK 


BUILDING MATERIALS ANALYSTS BELIEVE JOHN MANSFIELD IS UNLIKELY TO COME BACK WITH A HIGHER OFFER 


Marley agrees $603m bid from Etex 


By Jonathan Ford 

Marley. the underperforming 
building materials group, 
yesterday surrendered Its 
independence by recom- 
mending a £365 m ($603m) 
cash offer from Etex. a 
private Belgian group, days 
after a hostile bid from John 
Mansfield, a small loss- 
making timber company. 

David Trapnell, chief exec- 
utive of Marley. said the 
group had been in talks with 
Etex for more than a month 
prior to Mansfield's £270m 
all-share bid last week and 
had brought forward the 


deal after its unwelcome 
intervention. 

He claimed Etex’s offer 
was preferable "in every 
sense" to Mansfield's, which 
would have involved a sub- 
sequent break-up of Marley. 

“The combination of Etex 
and Marley will create a 
powerful building products 
group across the UK and 
Europe. We are highly com- 
plementary in terms of prod- 
ucts and geography." he 
said. 

Etex. which has interests 
in flooring, cladding and 
floor coverings, is offering 
125p in cash for each Marley 


share, a premium of 18 per 
cent to Tuesday's closing 
price of 106‘Ap. 

This equates to an exit 
multiple of 10.8 times 1908 
earnings and a Forward sales 
multiple of 0.7 times. Ana- 
lysts said both these figures 
were low for the building 
materials sector, but this 

reflected Marley’s poor stock 

market performance. 

After announcing the bid, 
Etex instructed its advisers. 
Dresdner Kleinwort Benson, 
to buy up to 29.9 per cent of 
Marley's shares in the mar- 
ket By the close of business, 
it had purchased 20 per cent 


Analysts immediately said 
Mansfield, the bidding 
vehicle for Stuart Wallis, the 
former chief executive of 
Fisons, was unlikely to come 
back with a higher offer. 
Mansfield, which put out its 
offer document yesterday, 
said it was considering its 
position. 

Philips & Drew, which 
accepted Mansfield's offer 
and offered to underwrite its 
costs up to £i-5m, expressed 
satisfaction with the out- 
come. P&D estimated that its 
149 per cent stake in Marley 
had increased in value by 
E245m. even after paying the 


costs, since Mansfield made 
its bid. 

However, the fund man- 
ager insisted its policy was 
not to induce bids for under- 
performing companies in 
which it held shares. "You 
could say Marley was some- 
thing of a one-off," said 
Hugh Sergeant at P&D. 

Analysts said the bid 
would be welcomed by Mar- 
ley shareholders given its 
underperformance. "The 
company has been a silting 
duck, mainly because the 
manapunw t team has li ttle 
credibility with investors," 
said Andrew Bell at HSBC. 


Arcadia 
warns on 
Christmas 
trading 


By Maggie Uny 


MEPC gloomy on property outlook 


By Norma Cohen 

MEPC. the UK’s third largest 
property company, yesterday 
delivered an unusually 
gloomy forecast for the prop- 
erty market In the year 
ahead, saying that both 
rents and capital values 
could fall victim to a general 
economic slowdown. 

In a statement accompany- 
ing ME PC's year-end results, 
chief executive, James Tuc- 
key. said: "The expected 


slowdown in the UK econ- 
omy next year will have an 
adverse effect on occupier 
demand. There is. as yet. no 
evidence to suggest that the 
recent rise in rental values 
will now go into reverse, but 
this remains a possibility 
until the economic outlook 
becomes clearer." 

He added that a combina- 
tion of tougher lending 
terms and investors’ uncer- 
tainty about future property 
values has already reduced 


the number of available 
property buyers. “On the 
investment front there is 
clear evidence of a slowdown 
in the number of transac- 
tions as buyers either experi- 
ence difficulty in arranging 
finance or decide to sit tight 
in the expectation of falling 
values." 

Mr Tuckey’s assessment of 
the outlook for property con- 
trasts with statements from 
other property companies in 
recent weeks, which have 


acknowledged the tougher 
UK economic dimate while 
disclaiming any dear 
that earnings or asset 
growth will be affected. 

However, investors in the 
sector have signalled that 
they expect asset values and 
rents to falL While property 
shares traded at an average 
27 per cent premium to net 
asset value at the beginning 
of 1998, they are currently 
trading at a discount of 
about 20 per cent. In the past 


few months analysts have 
been cutting forecasts for 
growth in profits and asset 
values. 

MEPC also reported pre- 
tax profits of £206m ($340m), 
against £84m, for the year to 
September 3a However, the 
results were flattered by a 
£5 2m gain on the sale of 
investment properties while 
there were £9 -5m in restruct- 
uring charges and a £73m 
charge relating to interest 
rate terminations last time. 


Delays to drug programme leave Codecs in isolation 


Virginia Marsh analyses the problems 
facing the biotechnology concern 


Wi 


' ith investors still reel- 
ing from the British 
Biotech affair, it was 
not news that anyone 
wanted to bear. When Cor- 
tecs, another quoted UK bio- 
technology company, admit- 
ted on Tuesday that two of 
its three main drug develop- 
ments were not as advanced 
as it had previously sug- 
gested. the fear was that the 
sector, after showing signs 
of recovery, would again be 
steamrollered. 

But apart from the predict- 
able collapse in Cortecs 
shares - at yesterday's price 
of I5p the company is now 
valued at £24m ($40m), com- 
pared. with more than £600 m. 
in 1996 - the sector has held 
up. 

This is in large part 
because British Biotech, one 
of the most highly rated 
companies in the sector, was 


RESULTS 


seen as a bellwether for 
other UK biotech stocks 

while Cortecs was just one of 
the crowd. 

"Cortecs was never more 
than a middle-ranking bio- 
technology company at best. 
It was never a favourite that 
attracted big institutions in 
the way that British Biotech 
did," said Karl Keegan, at 
Dresdner Kleinwort Benson. 

He added that valuations 
in the UK sector were far 
lower, and more in line with 
those of US biotech stocks 
than they were when prob- 
lems at British Biotech 
began to emerge. Analysts 
and investors had already 
become more discriminating. 

Even before Tuesday's 
statement, many analysts 
felt Cortecs was prone to 
making optimistic state- 
mqnts. The unease was deep- 
ened in the summer by the 


resignation of Glen Travers, 
founder and chairman, and a 

subsequent row over his 
pay. As a result shares in 
Cortecs had already fallen 
from lSSVip in February to 
26'/sp by the end of last 
week. Yesterday they rose 
3lsp. after Calling 76 per cent 
on Tuesday. 

While the sector may be 
able to shake off this latest 
setback, the outlook appears 
bleak for Cortecs. Unlike 
British Biotech, which had a 
fat pile of cash to cushion it 
through its crisis, Cortecs is 
rapidly burning up its slim 
resources. 

In addition, the delays it 
announced to its Macritonin 
osteoporosis treatment and 
to Pseudostat, for cystic 
fibrosis and bronchitis, will 
involve extra cost as the 
lossmaking company con- 
ducts further tests. 

Some analysts even won- 
der whether it will remain 
Independent, given the hard 


time that biotech companies 
with lesser problems have 
faced in recent weeks. 

“One or the most alarming 
thing s is that the cash bum 
has not fallen in the way 
that the former management 
promised." says Robin Gil- 
bert. of WestLB Panmure. 

Cortecs says it has cash of 
about £lfim, enough to last a 
year. The new team, headed 
by Lord Patten, the former 
minister who became chair- 
man in June, promises cost 
cuts and says it is in talks 
with "potential investors”. 

It is appointing external 
consultants to review the 
company's programmes in 
the hope of rebuilding confi- 
dence and will look into the 
circ umstan ces under which 
Cortecs continued to give 
encouraging signals about 
its programmes despite 
inkling s within the company 
that there were problems. 

Phil Gould - the former 
Glaxo Wellcome executive 
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who joined in January and 
this week replaced Michael 
Flynn as acting chief execu- 
tive - said he began to raise 
concerns with Mr Flynn this 
year after conducting an 
internal review. 

When it became obvious 
that nothing was being done, 
he felt obliged to inform the 
board, through Lord Patten 
on November 23. Lord Patten 
says he first heard of the 
problems from Mr Gould. 

Analysts are divided over 
the potential of Macrulin, 
Cortecs' oral Insulin product 
and the only one of its lead 
programmes still on track. 
Some say it is a tricky prod- 
uct to develop, requiring 
painstaking science and test- 
ing, and has been overtaken 
by other drug. delivery tech- 
niques. Others see it as a 
potential blockbuster and 
say the collapse in the com- 
pany’s shares is overdone 
given that data from a Phase 
D e ffi cacy and safety study 
is due in just five months. 


A profits warning from 
Arcadia, the fashion retailer, 
underlined recent poor trad- 
ing news from other retailers 
and increased concerns that 
the sector is facing a gloomy 
Christmas. 

Worries prompted by a 
slow start to the vital Christ- 
mas shopping season were 
deepened by Hornby, the toy 
maker, which warned its 
full-year profits would be hit 
by late ordering by retailers 
in the run-up to the holiday 
period. 

Arcadia shares fell 75%p 
or 26 per cent, to 212 Vip on 
the warning that sales per 
square foot bad fallen 19 per 
cent in the past 13 weeks. 
The group said "there has 
been a sharp downturn in 
high street spending and 
exceptionally high levels of 
markdown-driven competitor 
activity”. 

John Hoemer. chief ex ecu 
five, said that while a sud- 
den recovery in sales might 
happen, "as the pattern of 
trade becomes more clearly 
established, it is much less 
likely for that to occur”. 

The warning came barely 
two hours after Warburg Dil- 
lon Read, the stockbroker, 
cut its profit forecast for the 
group from £90m to £70m 
pre-tax. compared with 
£31. lm in the latest financial 
year to August 29. 

After the company's state- 
ment, other brokers cut fore- 
casts, some as low as to 
£60m. Arcadia, the renamed 
Burton Group, includes 
ehaiiw s uch as Burton men's 
wear. Top Shop and Top 
Man. Dorothy Perkins. Prin- 
ciples, Racing Green and 
Hawkshead. 

The run-up to Christinas is 
a vital period for retailers as 
sales can run at two or three 
times normal levels, and tra- 
ditionally are made at ftiU 
price. The trading period can 
account for more than 50 per 
cent of a non-food retailer's 
annual profits. 

Since Sir Richard Green- 
bury, chairman of Marks 
and Spencer,, ,spokp of "a 
bloodbath” in clothing a 
month ago, the sector has 
been in turmoil. Yesterday 
Marks and Spencer shares 
dropped 4 per cent to 400p. 
while Great Universal Stores 
fell 8 per cent to 574p, Sears 
and Next each lost 7 per cent 
to 196'Ap and 444p respec- 
tively, and Debenhams, 
which was demerged from 
Arcadia in January, fell 6 
per cent to 360p. 

Arcadia had been more 
optimistic than other retail- 
ers. When it reported its 
annual results in late Octo- 
ber, it said that while trad- 
ing conditions were “chal- 
lenging", It was outperform- 
ing other retailers. 

At that time, after seven 
weeks trading in the current 
year, it said sales per square 
foot were "ahead" of the 
comparable period. 



EUROPEAN INVESTMENT BANK 

YEN 35,000,000,000 Floating Rate Notes due May, 2008 

In Ji.vivaLmcc with iho provisions of ihc Notes, notice is hereby 
given us follows: 

• Interest period: November JO, I«Ng to May 31. I**W 

• Interest payment dale: May 31.1 999 f 1 82 Jays I 

• Interest rate: O'! per annum 

Agent Bank 

BANQUE INTERNATIONALE 
A LUXEMBOURG 


INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 

US S 250.000,000 FLOATING RATE NOTES DUE 2002 

In accordance «nth tire pfovanns oi the Notes, notice is hereby grvwt as 
toHotvs: 


* Interest Period: 

* Interest Payment Date: 
4 Interest Rate 

V Coupon Amount* 


November 30. 1998 to May 31. 1999 
May 31. 1999(182 days) 

4.67658”= per annum 

US S 236 43 per note of US S 10.000 

US S 256427 per note rt US S 100.000 

Agent Bank 

BAMQUC 


Cayman Financial Brokerage House 


Forex. Futures, Options 
and Guaranteed Funds 

Telephone +1 345 945 3100 
Website www.cfbh.com. 
Facsimile -fl 345 945 3199 
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The new Weekly Petroleum Argus 


Petroleum Argus 

Free u-si (44 171: 559 8792. Em;:!: ssl-ss'? ssjrcie.jms'sus ce- 



lt you would like to advertise, or require any 
further information, please contact: 
Sherie Donovan 

Tel: 0171-873-4928 Fax: 0171-373-4296 
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POLLY PECK 
INTERNATIONAL PLC 
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AJ SETT 

Jret&faawSipawto 
3 December 1996 


ABBEY NATIONAL 
TREASURY SERVICES PLC 
FRF 1,000,000,000 
TEC 10 (hdotied Floating 
Race Notes due 2006 
unoondBonafly and m w udJy 
guaranteed by 
ABBEY NATIONAL PLC 

Notice is hediy given that the rate 
of interest for the period from 
December 4, 1998 to March 4, 
1999 has been fixed at 3.05 per 
cent per annum. 

The coupon amounts due for this 
period are FRF 76.25 per 
denomination of FRF 10.000 and 
FRF 762 JO per denomination of 
FRF 1 00.000 and are payable 
on the interest payment date 
March 4. 1999. 
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It was not a question of if but 

when Arcadia would issue a 
profits warning. Storehouse 
did It nearly two weeks ago, 
saying the clothing market 
had shrunk by 45 per cent In 
the previous month. Arcadia 
is now left looking inept 
because it appears to have 
beat bounced into the warn- 
ing by Warburg’s forecast. 

Leaving poor execution 
aside, the alarming upshot of 
the statement is that pre-tax 
profit forecasts for 19J&-99 
have been, cut to as little, as 
£60m. Six weeks ago. when 
Arcadia said it was doing bet- 
ter than its peers, figures or 

£80m-£90m seemed in. order. With discounting rife in the 
fashion business, margins are being shredded. 

r>m in* of small stores, such as Arcadia’s, suffer dispropor- 
tionately because of their higher fixed costs. This means the 
manag ement has little room for manoeuvre. So restoring 
credibility is only part of the challenge in an over-supplied 
UK retail sector. 

Marley 

It may surprise followers of Marley’s sorry recent history to 
learn that it still has sufficient strategic value to attract two 
bidders within a week. let alone that anyone would offer 46 
per cent more the pre-bid share price. A year after 
Redland’s sale to Lafarge of France, the UK’s other main 
roof tile maker now seems certain to foil to Etex of Belgium. 
John Mansfield says shareholders could have found more 
value by han g in g on as it refocused Marley. hut investors 
will probably choose Etes’s cash over the diminutive rival’s 
audacious paper bid. 

Others in the unloved sector, such as Coradon. Rugby and 
Hepworth. should take note. Like Marley. which strayed into 
roairing plastic garden products, there are too many mini- 
conglomerates waiting to be broken up. Too often, their 
strong domestic market shares look unimpressive from a 
Europe-wide perspective. Caradon is talking of selling its 
doors and windows assets, and Hepworth is murmuring 
about “reshaping” its portfolio. 

If the companies cannot restructure fast enough them- 
selves, investors should force the pace. PDFM, which put the 
company in play by backing Mansfield’s bid, has the conso- 
lation of having made £245m this week. PDFM is unlikely .to 
mair.» a habit of such tactics, but it has sent a clear signal 
that shareholders' patience is limited. 


NEWS DIGEST 


FUND MANAGEMENT 


M&G shows the first 
fruits of recovery 

The first fruits of recovery began to show through at M&G 
last year, helping the retail fund management group lift 
pre-tax profits by 13 per cent to £76.1 m.($1 25.6m). The 
performance in the year to September 30 came despite a 
£11 1m outflow from the group’s unit and investment trusts 
and a drop in funds under management from £18.1 bn to 
£16.8bn, caused by falling share prices and redemptions 
of unit trusts. 

The outflow, however, was down sharply on the previous 
year’s £220m. Moreover, the current year has started well, 
with positive net sales of unit trusts and a rise in funds 
under management to £18.4bn by November 26. 

Michael McLintock, chief executive, said the group was 
recovering -after problems earlier in the decade when it had 
been overly " patrician" and investment performance had 
suffered from too narrow a focus. It was communicating 
better with independent financial advisers and had a 
broader product offering, he said. A particular success 
was the recent launch of a high-yielding corporate bond 
fund which has taken £70m since its October launch. 
Christopher Brown-Humes 

INSURANCE 

Risk transfer move for CLM 

CLM Insurance Fund, one of the largest corporate inves- 
tors at Lloyd's, has moved into the growing alternative risk 
transfer market where insurance risks are securitised in the 
form of bonds. This could pave the way for CLM to issue 
bonds of its own using Lloyd's underwriters to rate risks, 
but at lower cost than through Lloyd's. 

CLM has created a wholly-owned subsidiary. Alternative 
Risk Transfer, which has invested £3m ($5m) In three 
catastrophe bonds, offering cover against hurricanes and 
earthquakes. CLM said the securities, which had bean 
issued by large reinsurers, had been carefully chosen to ' 
give It a wide spread of risk. 

Although ART Is a non- Lloyd’s entity, the investments 
have been rated by underwriters on two syndicates wholly 
owned by CLM, Peter Ettridge on syndicate 575 and Gra- 
ham Potter on syndicate 1415. 

ART’s initial £3m securities investment represents about 
2 per cent of CLM’s portfolio of £l28m. Andrew BoJger 

SUPPORT SERVICES 


Mentmore deal with Iron Mountain 

Mentmore Abbey, the storage group, is selling 50.1 per 
cent of British Data Management, its corporate archiving 
business, to Iron Mountain of the US for £27.3m ($45m) 
cash to create a joint base for expansion into continental 
Europe. The deal, which values BDM at £66m, will give 
Iron Mountain, the largest corporate archiving company In 
the US, a better foothold in the growing UK market In 
return Mentmore Abbey will gain access to the US compa- 
ny’s advanced computer systems and operational exper- 
tise. The joint venture company will absorb Arcus - Iron 
Mountain's existing UK business, which Is valued at £1.5m 
- and assume £10m debt 

Analysts said Iron Mountain had paid a full price for its 
state in BDM, which made operating profits of £3.57m on 
turnover of £17m for the year to April 30. 

The UK company also announced pre-tax profits up 43 
per cent at £3,3m for the six months to October 31, on 
turnover of £16m (£15.5m). Its shares rose 17Y?p to 
lOSV&p. ThorokJ Barker 


BUILDING MATERIALS 

Another US buy for Hanson 

Hanson, the aggregates group, has made its second US 
acquisition this week, buying Nelson and Sloan, a Califor- 
nian cement and aggregates company, for $3?,3m. The 
purchase brings the total Hanson has spent in the US this 
week to $62.3m. it has bought five US companies this 
year, for $304.9m, through its Cornerstone subsidiary. 

Justin Read, group finance director, said the run of pur- 
chases was far from over. “There is an acquisition pipe- 
line," he said. “As we do more, we are shown more com- 
panies. Lucy Smy 
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Changing strategy can 
be hazardous. Tony 
Jackson looks at how 
managers can assess 
their plans to avoid 
upsetting all-important 
stakeholders 

Creating shareholder 
iSl value, some might t.Tiinir 
wilaM is in theory pretty simple. 
AH you need dp is slash your 
workforce, shove up your prices 
and squeeze your suppliers. Hey 
presto - up go your earnings and 
■share price, and the shareholders 
are happy. 

Real life, of course, is not life* 
that Things bite back, and so do 
people. Maltreat your customers 
and suppliers, and they will dam- 
age you in return. Everyone, in 
. the jargon, is a stakeholder: awrf 
in the long run, no stakehol der 
will stay in the game unjess they 
get more out of it than they put 
in. 

Every worthwhile chieF execu- 
tive knows that, and instinctively 
adjusts the business accordingly: 
instinctively, because the interac- 
tion of the variables seems too 
complex to calculate. 

But must this be so? In the age 
of the computer, is it not possible 
to build models that win predict 
how the players will react? 

Yes, some would - say. The 
answer lies in a technique known 
as dynamic simulation. 

In the world of manufacturing, 
this has been employed at least 
since the 1960s. IT you are run- 
ning a cement plant* you can 
build a model of how it functions. 
You can then feed in variations 
in ingredients, temperature and 
so forth. 

Each variation creates feed- 
backs elsewhere in the process. If 
you run ' 'the model repeatedly,. 7 
allowing those feedbacks to take 
effect, you can . quickly establish 
how the plant's efficiency willbe 
affected over days or weeks. 

One European utility, which 
prefers not to be named, clafms 
to have applied this principle suo- . 
cess folly to management. For. 
example, says, the executive in . 
charge of the programme, take ' 
the question of whether to 
impose a wage freeze. 

The cash savings of this can be 


quickly calculated, but not the 
costs. At issue is the level of ser- 
vice which the utility can 
achieve, which depends heavily 
on staff morale. 

In response to a wage freeze, 
experienced people will leave ami 
have to be replaced by the inex- 
perienced. Those who remain will 
perform less well. To an extent, 
this wDl itew lap* revenues. But . 
how much? 

Granted, the' executive says, 
you cannot measure the Impact 
with any precision. But by asking 
the experts in your organisation 
- in this case, .the human 
resources director — you *-**1 
form a rough idea. 

Begin with the assumption that 
a wage freeze will increase staff 
turnover from 5 per cent to 6 per 
cent. Run that through the 
model, and see whether the cost 
outweighs the savings. If' the 
answer is no, increase the 
assumption to -the highest level 
you think is feasible - say, 10 per 
cent If the answer is still ho, you 
can be pretty sure you have a 
robust rfpHstftn 

The important point, the execu- 
tive says, is that this attempts to 
measure soft data as well as 
hard. 

“If you only model the things 
you’re sure about,'* he says, “you 



MANAGEM ENT EXPAT RIATES __ 

New paths 
to global 
thinking 




impact. And that is the one effect 
we know is wrong." 

At this point, the sceptic might 
object that an example drawn 
from a utility is of limbed rele- 
vance. 

The reason why dynamic simu- 
lation works in & cement factory 
or chemical plant is that there 
are physical constants involved. 
If a reaction happens once, the 
odds are it always will. 

Similarly, there are more con- 
stants to a utility than the aver- 


‘More managers will become organisational 
designers rather than pilots. The nature of 
management education will change’ 


end up describing only a Vjery 
small part of your business. That 
tends to dominate people's think- 
ing, and the softer things get a 
very low wei gh ti ng in your deci- 
sions.” ' 

The point is reinforced by Pro- 
“fessqr John Sterrnai^ heafd of the ' 
"systems dynamics group at'the'.. 
Sloan School of Management 
"There to nothing wrong with' 
-making assumptions", he* says. 
“The question to whether they 
are reasonable, relative to your 
purpose. , 

::fff morale goes down, and the 
best people leave first that is a - 
reality. But you dont have 
numerical data far it. If,' as a 
result; you. don't put it into your . 
model, ybu*re;; assuming zero 


age business. The phones do or 
do not work: gas leaks get fixed 
promptly, or not AH the while, 
the essential service remains the 
same. 

But at the other end of the 
spectrum, take an internet com: 
pany'. 1 There, everything iflyarf 1 
able, and' the future is wholly 
unclear. Modelling seems out of 
the question. 

On tiie other hand, according 
to one specialist in the field, the 
London-based management con- 
sultancy PA Consulting, applica- 
tions are not as restricted as all 
that. 1 

For instance, in the early 1990s 
PA performed dynamic simula- 
tions for Mastercard, which 
Ende d * up '.demonstrating tou t -a 


large amount of shareholder 
value would be created by co- 
branding: that is, the creation of 
an Exxon Mastercard, and so 
forth. 

In other words, shareholders 
stood to g»fa by consulting the 
interests of Exxon as a stake- 
holder. PA suggests another 
example, which broadens the 
concept of stakeholders to 
include competitors. 

In 1991, it claims, one of the big 
UK brewers adopted an aggres- 
sive strategy designed to take its 
market share from 23 per cent to 
30 per cent by 2000. The result, its 
advisers told ft. would be an 
increase in shareholder value of 
£600m. 

Unfortunately, the other brew- 
ers reacted in Usd. The result 
was a five-year price war that 
reduced tbe value of all of them. 
The brewer, PA argues, had 
failed to take account of the 
likely feedback. 

This illustrates a general point: 
that to increase shareholder 
value on a consistent basis, it is 
not a good idea to grab' valtfe 
from other stakeholders. 

Not only does this create nega- 
tive feedback, but It is also a 
finite strategy, since the whole 
raitp }s not expanding, and may 
even shrink. 

For a variety of reasons, say 
the enthusiasts, the use of 
dynamic simulation wtU increase. 
“This whole field," says Prof 
Stenhan, “is exploding. " 

Granted, he says, some compa- 
nies have tried to use it and 


failed. But however complex the 
variables, you still have to try to 
measure their effect. 

The real question, he says, is 
whether you regard the reaction 
of other stakeholders as exoge- 
nous: that is. as external to your 
business. 

“If you assume that competi- 
tive behaviour or price move- 
ments are exogenous," he says, 
“you are in deep trouble. By 
assuming thing s are exogenous, 
you exclude them from your 
model." 

Prof Sterman takes the argu- 
ment further, into the basic ques- 
tion of how companies are struc- 
tured. There is a parallel, he 
argues, with aircraft design. 

“You cannot imagine a com- 
pany developing a new aircraft 
today without simulation. What’s 
at stake when people manage a 
business is at least as big as 
when they go into an aircraft 
but you don’t see anything like 
the same effort going into it" 

In future, he says, people will 
design organisational structures 
as they do aircraft. At present 
managers are rather like pilots, 
struggling to keep the plane in 
the air in rough conditions. 

"It will become routine for 
managers to have an organisa- 
tion which win perform well in 
extreme weather and high 
winds", he says. "More and more, 
managers wfll become organisa- 
tional designers rather than 
pilots. And the whole nature of 
management education will 
change." 


The higher cost of 
foreign postings has 
led to shorter 
assignments, writes 

Alison Maitland 

There was a time when an 
ambitious manager would 
expect to spend years in 
foreign parts, uprooting their 
families again and again for the 
mixed pleasures of an expatriate 
life. 

Today a successful career with 
an international company is 
increasingly likely to consist of 
short-term projects overseas or 
managing cross-border teams 
from the home base. 

More than 80 per cent of organ- 
isations now use short-term 
assignments, typically of three 
months to a year, according to a 
survey” to be published tomor- 
row by the UK's Roffey Park 
Management Institute. 

This compares with 71 per cent 
offering expatriate postings and 
about -JO per cent where manag- 
ers run teams across several 
countries. 

One reason for the change is 
tbe high cost of foreign postings. 
British Petroleum, Motorola and 
Unilever, for example, are trim- 
ming their expatriate presence in 
China as business slows in Asia 
and traditional home markets. 

There are also longer-term 
motives linked to a desire to be 
truly international, says Geoff 
Rogers, head of human resources 
for global markets at Standard 
Chartered, the London-based 
international bank. 

"The heart of our business is 
Asia. Tbe Chinese business com- 
munity is central to Standard 
Chartered. We are probably bet- 
ter off having an Asian manager- 
working with local Asian busi-> 
nessmen. being closer to the cus- 
tomer. than an expatriate." 

Ninety per cent of the bank's 
25.000 employees work outside its 
UK headquarters, <and Singapore 
and Hong Kong rank with Lon j 
don in Importance. 

The number of expatriate mafeT' 
agers employed by Standard- 
Chartered has nearly halved hi 
the past decade from 800 to 420, fr 
trend that has accelerated in the 
past year. 

“The expatriate is now the last" 
tool we want to use to run our 
global business," says Mr Rogers 
who will speak at a Roffey PariC 
seminar on international leader- 
ship tomorrow. We should regard 
them as temporary workers. for~ 
example, to overcome a critical, 
skills shortage or to develop: 


other managers, until we can 

find someone locally." 

The bank’s aim is to be “trans- 
national", fulfilling customers' 
needs for seamless services oper- 
ating across borders. Fewer than 
half its expatriates are British or 
American, compared with 95 per 
cent 10 years ago. 

The increasing use of local 
managers is backed up by the 
survey's findings, in which 42 per 
cent of respondents say their 
organisations are pursuing this 
model in place of expatriates. 

Western managers, often with 
working spouses, are increas- 
ingly reluctant to accept pasts 
that involve uprooting their fami- 
lies, while the importance of the 
extended family in Asian coun- 
tries leads to resistance there too 
to leaving home for loog periods. 

Standard Chartered must find 
other ways to instill global think- 
ing in its managers. It docs this 
from graduate trainee level 
upwards, with up to 21 nationali- 
ties represented in the annual 
intake. 

Trainees recruited in Singapore 
are sent to London, and vice 
versa, for a couple of months to 
learn the business and to hone 
their interpersonal skills. 

Managers recruited into cross- 
border roles at a more senior 
level learn about global thinking 
and corporate culture as part of 
their induction. Selected groups 
attend the international manage- 
ment programme at lnsead. 

Despite the rapid pace of glo- 
balisation. only 37 per cent of 
organisations with overseas 
operations offer managers inter- 
national training of this kind, 
according to the survey. 

More than half the respondents 
say they would have welcomed 
extensive training in different 
cultural values - seen as the 
most common challenge facing 
international managers. 

Another problem highlighted 
by the survey is companies' poor 
use of international experience 
when managers return. 

The car division of Volvo of 
Sweden is trying to overcome 
this through its training pro- 
gramme for future top managers. 

Each year, 15 fast-track manag- 
ers from at least six countries are 
sent on five-month placements in 
other centres, meeting regularly 
to pool their experiences. At the 
end of their training, they must 
make a presentation to top man- 
agement. 

* Findings firm the survey, of 350 
European managers, are available 
firm Caroline Glynn, tel UK 
( 0)1293 851644 



TECHNOLOGY WORTH WATCHING 


Golden route to 
using nanoscale 
materials 

Nanotechnology - the 
manipulation of matter on a 
near-atomic scale .-.holds' out 
the prospect of creating valuable 
materials, devices and 
manufacturing processes. But 
the ability to fabricate ordered 
structures on a nanometre scale 
ts a huge technical challenge, 
which goes wen beyond the 
current limits of lithographic 
techniques. . . ■ . ' 

A step towards ths goal has 
been announced by researchers 
at toe University of Liverpool in 
the UK. in today's Nature, the 
scientific journal, they describe ' 
goid nanocrystate of two sums 
that spontaneously assemble 
themselves Into complex 
two-dimensional arrays. 

This suggests It may be 
possible to manipulate the 
composition and structure of 
nanoscale materials. by simply 
adjusting toe size rattosand 
rejgtlve proportions of tneir 
constituems. • 

University of Liverpool UK, tet 
(0)1517945395; e-mail 

Change of direction 
for satellites 

Normally, satelfttes must ™ve 
the entire mecharusm bweato an 
antenna to change direction. 
Researchers m Vna US - 

experimenting 

^SSna that would to able to, 
make fine movements on rts 

«wn The antenna could to 

adjusted by apply* - ® a voltage to 
?piezoceramic m atonal ontoe 
Rector. ceramicwo^d 


a n^diwtaae Of an adjustable 
Aiftnnna is that It could Chang®, 
shaoe of Us reflectors while 

ITaStW Impro ve signal -qua'fty. 


antennae: on asatei&e with one 
or tvromi^functional antennae. 

'■ QWo State Umms^y: US, tel 

6142928486; Mp-J! . . 

www.acs. ohior state, odu/ unhs/ 

Cleaning bug 

A genetically engineered 
bacterium may provide an . 
answer to toft problem of 
cleaning up land near explosives 
and polyurethane factories. ^ 
These are often contaminated 
with DNT, a possible carcinogen 
produced by toe breakdown of ;; 
TNT. 

The problem With cleaning up 
DNT Is that it requires oxygen, 
which is often scarce when toe 
contamination extends deep: into, 
the solL Researchers at the 
IBinote institute of Technology 
have got round this problem by 
splicing a gene for haemoglobin " 
into bacteria caSied Burkholderia, 
which consume DNT. . . 
Illinois Institute of Technology: 

US, trttpf/wwwJitedu/ 

Airline fuel saver 

Krnpp VDM, part of the'German 
industrial conglomerate, has 
developed a high-temperature 
alloy that couW imprcwe the fuel .. 
efficiency of aircraft engines, ft 

estimates that a- modem 


material in rts combustion 
chamber would cut Its fuel ; - 
consumption by. about 1 per 
cent 

The material, called Nlcrotan, . 
can withstand temperaturas of v 
up to 900’C, at least 60°C higher 
than comparable materials:. The ' 
combination of strength and 
temperature resistance was 

achieved by adding 8 per cent of 
tantalum to the fitiloy, which also 
■contains chromium, aluminium 
and yttrium. 

The increased temperature 
resistance of the alloy improves . 
the angina's efficiency by 
reducing Its need for coofing. -. : 
Krupp: Germany, taf 2392 550; 
Wtpd/www Joupp.com 

Vanessa HouWter 


INTERVIEW KRtSH PRABHU, ALCATEL USA PRESIDENT 


Making skip-level connections 


After the French group’s share- took a knock he took to the lunch table to 
help motivate the US-based workforce, writes David Owen 


P- “Skip-level meetings" 

_ might sound tike the sort 
'-' of get-together best con- 
fined to the building site. In feet, 
thfty are an important weapon In 
the management armoury of 
Kri&h Prabfra, recently appointed 
president of Alcatel USA, the 
French telecoms equipment 
group's US- telecoms business. - 

"You skip several layers of 
m a na g ement and you go to talk 
directly to the people," he 
explains. “Every opportunity 1 
get 1 have loach with 10-15 
people, mainly engineers or 
people at that level ...I must 
have met 300 to 400 people in 

such meetings to date.” 

You might think that . Mr Pra- 
bhu, whose principal office is in 
Dallas, would need all the skip- 
level meetings lie could muster, 
not to mention the motivational 
skills of Billy Graham, to inspire 
bis mainly US-based workforce. 
Many employees joined Alcatel 
as a result of Its takeover of DSC 
Communications, the US tele- 
coms equipment company, in 

September in a stock-for-stock 

transaction. 

Just lb days after, completing 
this deal. Alcatel’s shares lost 
more than 38 per cent of their 
■value in a single ‘day following a 
profit warning. 

Shock waves were sent 
through the French financial and 
polititaQ establishments. But it 
must 'have been particularly 
sobering for the L5Q0 or so for- 
met DSC employees who have 
become owners of Alcatel 
options: .. . 

'“Sure, they are disappointed, 
much like rm disappointed," Mr- 
Prabhu, 43, says In a meeting at 
Alcatel’s. Pads headquarters. T 
stSl hoUL a lot of Alcatel options 
and 3 lot of them are in. the water 
right now. So we always talk . 
about that. . . And then they say 
■Ofr yes, you probably lost more 
money than we did’. But I say 
'listen, Tm here becauseT enjoy, 
this thing, . I’m really excited 
about the team I have. And rm 
really excited about this 


game we are playing in’. 

“Had the stock doubled Instead 
of being closer to 40 or 60 per 
cent of what it was . . . things 
would have been far easier. At 
least I wouldn’t have to spend 
time dur i ng my lunches on these 
kind of questions. But people also 
realise that there was a lot of 
market volatility. People 
also lost a lot of money on 


stocks they held elsewhere." 

Although they have perked up 
recently - closing at FFr740 on 
Tuesday, against a year's high of 
FFr1,425 - that autumn tumble 
was so significant that Alcatel, 
one of the bluest of French blue 
chips, last month suffered tbe 
Indignity of being pinpointed as a 
potential takeover target in Le 
Monde, tbe daily newspaper. 



‘Listen, Tm here because i enjoy this thing. I’m 
really excited about the team I have. And I’m 
really excited about this game we are playing in 1 


along with several other house- 
hold names. 

This appears not to be of undue 
concern to this University of 
Pittsburgh and Indian Institute of 
Technology graduate. He has a 
leading role to play if the com- 
pany is to win back the confi- 
dence of Anglo- US investors^ 
whose support will probably be, 
necessary if its share price is to 
return to former levels. 

“I am of the firm opinion that 
when the share price is low and 
the company is tairly big, a take- 
over attempt is fairly difficult," 
he says. “For two reasons. One, it 
has to be hostile - necessarily. 
And two. the management team 
is always going to feel . . . that 
the valuation Is undervalued.” 

Addressing the more specific 
question of whether rivals 
Lucent and Cisco would want to 
buy Alcatel, he argues, first, that 
Lucent “would have a really diffi- 
cult time, from a technology 
standpoint, assimilating the two 
businesses” because there is such 
significant product overlap. 
“Lucent," he concludes, “is prob- 
ably better off buying somebody 
who has maybe three-quarters of 
the channels that Alcatel does 
but less erf a product overlap". 

As for Cisco, he thinks the two 
companies are “not a bad model" 
in terms of complementarity and 
overlap. “But Cisco is really a 
company that always buys small 
companies and buys them for 
technology ... So I would again 
be very surprised if Cisco thinks 
the right thing for them going 
forward is to come after Alcatel." 

Mr Prabhu clearly expects the 
Friench group, which has negligi- 
ble debt following a recent 
FFri3.7bn capital gain, to keep 
pursuing acquisitions of its own. 
“We will continue to look at 
acquisitions as a means of rap- 
idly catching up in areas that we 
are weak in," be says. “So these 
are necessarily technology-based 
acquisitions." 

On Alcatel’s position with 
regard to its main competitors, 
he argues that one of the French 
group's strengths, aided by such 
acquisitions, will be its ability to 
provide what be calls a “one-stop 


shop" for customers. “I think, our 
strength really is that we can 
bring complete solutions that 
transcend voice and data," be 
says. 

He acknowledges that Lucent 
can legitimately claim to provide 
the same thing in the US, while 
being “fairly weak" in other 
countries. Cisco, however, “most 
definitely" cannot - “especially 
on the voice side". 

Alcatel, by contrast, remains, 
by Mr Prabhu's admission, 
“somewhat weak” in the US. “In 
particular on the enterprise side, 
we are weak in the US." 

For all that, tbe DSC deal has 
nearly doubled the French 
group's US presence: the pro 
forma 1997 US revenue of the two 
groups was about $3bn with tbe 
purchase making the US 
Alcatel's largest telecoms busi- 
ness, accounting for more than 
one-fifth of sales. Mr Prabhu adds 
that he has targeted $5bn reve- 
nue for the combined group “in a 
fairly short time". 

Neither DSC nor Alcatel USA 
alone, he suggests, could have 
been quite the force they needed 
to be in a marketplace increas- 
ingly dominated by Lucent. Nor 
tel and Cisco. Collectively, how- 
ever - “if we can identify our 
strengths and weaknesses and 
pick the fights we want to fight 
with these three giants" - the 
combined group has a good 
chance of coming out on top over 
the long term. 

In what at first glance is a sur- 
prising move, Mr Prabhu has also 
assumed responsibility for Japan 
among Alcatel's six-strong tele- 
com executive committee - a 
development he explains in terms 
of the shape of Alcatel's and 

DSCs respective businesses. 

“Alcatel has never been signifi- 
cantly placed In Japan," whereas 
DSC has been "very aggressive” 
and has a good business with tbe 
country’s second operators. “So 
after the DSC acquisition, it 
made sense for Alcatel USA to 
have responsibility not just for 
the US but also for Japan." 

Tokyo as well, it seems, may • 
soon know the true meaning of 
the skip-level meeting. 
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Heavy Dow hits Europe’s mood 


EUROPEAN 0V M1E W 

By Phifip Coggan, 

Markets Editor 

European stock markets 
extended their losing run to 
three sessions as another 
weak opening on Wall Street 
weighed on sentiment. 

The Dow Jones Industrial 
Average was more than 100 
points down in early trading 
as Tuesday's late gloomy 
news from Boeing knocked 
the market That prompted 
an initial rally on European 
bourses to fizzle out 
The Dow also dragged 
down the dollar and the 
weakness of the US currency 

FTSE Ebloc 100 
index 


proved to be had news for 
European shares, as usual, 
particularly in the export 
sectors. 

Rumours that the Bundes- 
bank might make a pre- 
emptive strike to cut Euro- 
pean interest rates were off- 
set by a preliminary forecast 
of European growth for 1999 
from the European Central 
Bank of 2.6 per cent. The 
forecast looks rather high to 
be permitting interest rate 
cuts. 

The FTSE Eurotop 100 
index fell 28.94 or l.l per 
cent to 2,354.58, while the 
broader Eurotop 300 dipped 
9.69 to 1,096.61. The FTSE 
Ebloc 100, comprising stocks 

Bond yield cum 

Par cant (Decanter 2 1996) 


In countries which win he 
part of the single currency 
zone next month, dropped 
12.53 to 911.1. 

There was another sharp 
foil in the shares of French 
oil group Total as investors 
reacted unfavourably to the 
price it agreed to pay for the 
Belgian company PetroFina 
on Tuesday. Total shares fell 
Ecu -L30 to Ecu 89.77 and the 
oil sector was one of the 
day's worst, dropping 3 per 
cent 

A foil in the traditionally 
volatile Nycomed Amersham 

- dawn Ecu 0.20 at Ecu 5.21 

- linked to vague fears it 
might foil out of the FTSE 
100 index meant that the 


he alt h ca r e sector also lost 3 
per cent 

The weaker dollar weighed 
on auto stocks and BMW 
shares also took a hit from 
the departure of Rover’s 
cha i rman, sliding Ecu 32.60 
to Ecu 582.64. 

Figures from Salomon 
Smith Barney show Octo- 
ber’s rally persuaded Euro- 
pean private investors to dip 
their toes into equities. 

The net Inflow into Euro- 
pean equity mutual funds 
over the month was J2bn, 
compared with an outflow of 
3500m in September. Salo- 
mon said that Sweden was 
the only country with a net 
outflow in October. 
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Without liquidity, 
we'd all be exposed 


In European money markets, there’s no safety without liquidity. 

Get ready for the largest poof of euro money market 
futures and options liquidity anywhere in the world. 

Over the weekend of 23-24 January, UFFE will convert all open positions 
in its Three Month Euromark and Eurolira contracts - over 4 million in all - 
into the Three Month Euro contract*. 

Tap into ft - and don't risk being exposed. 

UFFE STJRs: The most comprehensive range of liquid 
Short Term interest Rate Products 




For further information please contact 
Richard Folcker on +44 171 379 2090 
or visft our Website at httprfwwwJfffexom 

"Subject to appropriate market conditions. 




LIFF( 


The London International Financial 

Futures and Options Exchange 
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BUSINESS AND THE EURO 



SWEDEN 


Who is prepared for the single currency? 


Swedish companies and EMU 

FhpHrifem to EMU 


seed to devote any xoanage- 
ment time to euro budgets or 
strategies. 

Of greater concern, per- 
haps. the KPMG survey 
found some large groups 

were equally diffident. Over 

20 per cent of -companies 


believe the Swedish govern- 
ment's wait-and-see 
approach to Emu means the 
country will be unlikely to 
join the euro before 2002. 
and only then with the back- 
ing of a referendum. 
Whether real or imagined, 


Stockholm 1 ^ stock y ^hai be "^ e onset of the euro threatens to polarise existing - envisions between the big exporters 
araaounced with a fanfaS and the smallest manufacturers. Tim Burt finds widely differing attitudes to the ‘ 
w^dd SmeSo P urrenc y* from those actively preparing for it and those devoting little or no time to it 

from January 1999 - even 
though Sweden, would be 
abstaining from the single 
currency. 

So far. not a single com- 
P«my has taken up the offer, 
preferring instead to retain 
their share price in krona. 

“It is a little surprising for 
us." says Hans Edenham- 
mar - a senior official at the 
Stockholm bourse. “Perhaps 
the euro is not such a big 
issue for Swedish com panies 
as we thought.” 

Certainly, some executives 
in Scandinavia’s largest 
economy remain deeply 
ambivalent towards Euro- 
pean economic and mone- 
tary union, and there is no 
obvious appetite amo ng 
small investors for eoro-de- 
maninated stock. 

Suspicion of the single cur- 
rency is, however, flu- from, 
universal. 

Indeed, the onset of the 
euro threatens to polarise 
existing divisions in Swedish 
industry, exposing the grow- 
ing gulf between the coun- 
try's largest exporters - 
such as Ericsson, the tele- 
communications giant, and 
Volvo, the automotive group 


- and the smallest manufac- 
turers. 

A new survey by KPMG 
Boldins, the Swedish arm of 
- the UK accountancy firm, 
highlights the iH f h ri n g atti- 
tudes to the euro. 

As expected, corporations 
with large sales in - the euro- 
zone have appointed internal 
taskforces to deal with the 
problems of ad justin g to the 
new currency. Many of t>mm 
have technical experts to 
deal with currency-related 
problems - mainly in infor- 
mation technology. And 
some have drawn up 
detailed strategies on bow to 
manage the tmiam-jug 1 of 

serving euro-zone 
while remaining outside it 
for their own accounting 
purposes. 

Moreover, those big com- 
panies with share in 

Frankfurt or Paris — gn**h as 
Ericsson - win be quoted in 
euro. -on those exchanges, 
even if they have rejected 
the idea In Stockholm. 

Sweden’s smaller compa- 
nies are far less prepared for 
the single currency. Among 
employers with less than 30 
workers, few believe they 


*We will be changing over to the 
single currency for ail our purchasing 
within the euro area next year* : 

Lars I. Persson, Volvo 


employing more than 200 
staff had no euro str ate gy! 
and only 4 per cent had set 
aside any funds to cover 
potential problems. 

“The trig contradiction is 
that almost all the compa- 
nies in the survey are urging 
Sweden to join the euro, but 
relatively few are actively 
preparing for it.” says Gflran 
Nirdrin, Emu coordinator at 
KPMG Bnhlirw 

There are two main rea- 
sons h^htnii the eUTO 
at least among «*n»n compa- 
nies. First, many companies 


executives think they have a 
breathing space before the 
euro will affect their busi- 


Second, the findings in the 
KPMG survey underline the 
hour-glass profile of corpo- 
rate Sweden. The country 
has a large number of 
domestically oriented small 
companies - which do not 
see the euro as a threat. It 
also has a surfeit of large 
international corporations - 
which are actively preparing 
for the new currency. 

' But Sweden has a shortage 


of medium-size companies 
with small but growing over- 
seas sales. Arguably, that 
sector would be hardest hit 
by rivals inside the euro- 
zone gaining the benefits of 
currency stability and 
reduced transaction costs. 

In the absence of a middle- 
rank business sector it has 
been left to Sweden’s big 
name manufacturers and 
financial services groups to 
lead commercial -prepara- 
tions for the euro. 

Volvo, Ericsson, SKF, the 
bearings manufacturer, 
Svenska Handelsbanken, 
Sweden's largest bank, and 
SEB, the Swedish hwit, to 
name a few, have devoted 
hundreds of man-hours to 
the euro. 

Ericsson, which relies on 
euro-zone countries for 22 
per cent of its SKrl70bn 
(£i2.7bn) turnover, has spent 
three years working on the 
project. In the past 12 
months its preparations 
have gathered pace, with its 
Dutch subsidiary piloting 
euro transactions from ini- 
tial orders to final invoices. 

“We found that 75 per cent 
of the actions required were 


In the treasury area, and 
most of the problems were 
IT related." according to 
Ann Westergren. director of 
corporate treasury at Erics- 
son. 

At each stage of the Dutch 
pilot project, the executives 
involved briefed other Erics- 
son colleagues on how to 

adapt the model to different 
parts of the organisation. 

Volvo, by comparison, has 
spent about a year preparing 
its treasury and purchasing 
organisation for the single 
currency. 

Given that Volvo will rely 
on the euro-zone for about a 
third of its SKrl&ibn annual 
revenues, it could achieve 
significant cost-savings by 
exploiting the single cur- 
rency. 

Lars r. Persson. head of 
Volvo's euro preparations, 
estimates initial savings on 
purchasing of SKrlOOm fol- 
lowing the euro launch. 

“We will be changing over 
to the single currency for all 
our purchasing within the 
euro area next year.” says 
Mr Persson, who has briefed 
300 senior executives on 
potential synergy benefits 
from Emu. 

Active preparations among 
Sweden's largest manufac- 
turers have been matched by 
banks such as SEB. formerly 
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Skandinaviska Enskilda 
Bankon. It has invested 
heavily in new IT systems to 
handle euro payments and 
clearing. From next year, the 
bank will also use its Frank- 
furt subsidiary’ to access the 
Target clearing system. 

“It is a highly competitive 
game and we need to offer 
the same payments system 
as honks in the euro-zone." 
says Per Jederfors, SEB's 
bead of group staff (Emu). 

AH that activity reflects 
growing euro enthusiasm 
among Sweden's leading 


financial institutions and 
manufacturers. By demon- 
strating their readiness for 
the single currency, they 
hope to create a trickle-down 
effect whereby an increasing 
number of their customers 
and suppliers also embrace 
the euro. 

The underlying but rarely 
stated ambition is for corpo- 
rate Sweden to show politi- 
cal Sweden - namely the rul- 
ing Social Democrats - that 
the single currency Is a use- 
ful commercial tool and not 
a threat. 


Disharmony ahead 
on value added tax 



A manager’s 
guide to 
the euro 


jg-Vf---.; 


The good thing about the 
launch of the euro Is that it 
has got nothing to do with 
tax. All this talk about tax 
harmonisation comes long 
after January 1 - correct? 
In theory - but in practice it 
mil have a lot to do with fox 
and particularly Value Added 
Tax. Any business which 
does not at least review its 
VAT position before January 
1 would be one step behind 
its competitors. 

Why? 

■ At the moment rates of VAT 
vary considerably witfrin the 
- European Union; AH the -. 

. states have VAT. Thera is an 
acceptable Qi band of 
standard VAT rates between . 
15 percent arxj 25. percent- 
The so-called reduced 1 rate 
is supposed to lie between 5 
per cert and 9 per cent - . ' 
although some countries - 
have secured politically . 
sensitive zero-rated items. - 
So what changes on 
January t? 

Quite a lot for consumers - , 
the ones who ultimately pay 
VAT. The euro will bring 
price transparency within the, 
EU. Or at least it will appear 
to clear away the confusions 
of exchange rate differences. 
It will bedome obvious to . 
consumers where VAT bites. 

It may leave consumers 
assuming that any price - 
differences left are entirely 
due to tax - which will not 
always be the case. The 
general effect wBI be to 
expose the Impact of tax - 
which coukl well be a . . 

catalyst for convergence “ 
says Graeme Roes, VAT 
expert with KPMG. 

What wOl consumers 
notice first? 

They'll begin to take much 
more notice of 

manufacturing and. sendee 

prices within the EU. Take 
CDs. In Germany they 
attract 16 per cent VAT 
whereas across the border 
in Denmark the tax is levied 
at 25 per cent Businesses - 
win have to think about their 
pricing structures as a result 
Consumers will think abort 
tax shopping. Pressure is 
likely to buM up within the 
EU to harmonise VAT to 
simplify matters. 

Isn't there already a p*an 

to harmonise VAT Within 

the EU? ___ 

Yes. In 1092 EU states ■ 

entered the transitional 
regime for VAT. Fiscal 
borders for VAT were 
removed White convergence 
was supposed to startBy 
2001 we were theoretically 
supposed to be ready for a 
airSemaritot within which 
every business could treat 
Europe as its home country. 

But despite pressure from 
Brussels progress has been 

How would you pay VAT 
under irtHoif 

envi sa ged for the EU? 

The finished ahi«te VAT 

regime is supposed to be 
baaed on the _ 

system”. In other words , « 
S^are In Rome and you 

have a customwteM^I 1 , 
and another to 

then both payVATatthe 

rssfiE" 

SSSS^Snwe have the 


opposite system for 
b usi n ess-to-busi ness 
transactions. This is the 
“destination system” - the 
tax is paid at the rate 
charged in the country of 
consumption. But when 
goods go direct to a 
consumer we use the origin 
system - unless the value is 
more than Ecu70,000 
(£49,21(9 when if shifts back 
to the destination system. 

So will the introduction of 
the «i*o hasten the 
introduction of the tug 
orign system? 
ft may. But there's a danger 
that ft could be introduced 
before VAT rates are 
harmonised. And that could 
lead ta massive tax -7 ■ - 
shopping and major 
disruption of the normal 
pattern erf manufacturing. 
Imagine.what would happen 
to the CD market If those 
differentia} tax rates survived 
the Vrtrocfbction of an prigia 
system. 

But all that's a bft . 
theoretical. There’s no real 
impact on businesses from 
day one. 

Yes there Is. The problem is 
that VAT depends art 3 . 
massive -Mies and .. * ‘ 
purchasing systems. Gome . 
patfclpcting countries are 
not yet ready to accept VAT 
data in euros - even when • 

aH commercial transactions 
are going to be conducted- ; 
in them. Germany Is a- case 
in point According to the 
Ministry of finance the tax ■ 
authorities’ IT systems are 
riot reedy for the euro so‘ 
retums wHJ have to be in 
D-Marks. And the problems -. 
continue feskielhe EU even 
tor countries otriside the. : 
euro-zone. - . 

The UK tax authorities are 
treating the euro as just 
another foreign currency. 
Even returns of businesses 
dealing entirely ari euros . 
would also have to be 
shown in sterling, or sterling 
equivalents. 

So I .may need dual 
systems for the euro and 
domestic currency for VAT 
returns? 

Yes. And invoices during the 
year. Which means systems 
wiU have to be connected In' 
some way to changes in 
exchange rates for 
non-participating currencies. 
There could be a 
considerable VAT • 
compliance burden as a 
result 

Anything else to worry 
about? 

Wett there is e-commerce. 
The world's tax authorities 

are positioning themselves 
to take a common stance on 
how to tax the Internet - 
they just can’t agree what it 
ts. At the moment ; 
transaetjonsdone by 
e-commerce wiH be taxed In 
the- same way as any current 
transaction. If VAT is 
harmonised the HJ will need 
to take a common stance. 
The problem is that the 
delivery, of. digitised products 
through the internet Win 
demand a solution sooner 
rather than tetter. The real 
probiem for the EU is 
dealing with products such . 
as- on-line books and CDs 
coming' Into the EU on a tax 
free basis. That could 
represent a real threat to EU 
businesses unless effective- 
policing pr tax co-operation 

Is up arrf running. 


Jim Ketty 
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Indonesian 
groups start 
buying debt 


By Sander TTwenes In Jakarta 

Indonesian companies are 
starting to buy back their 
debt or swap it for equity, 
offering hope that Indones- 
ia's $80bn private debt over- 
hang will gradually shrink. 

Asia Pulp & Paper, a sub- 
sidiary of the Sinar Mas 
group, said the Widjqja fam- 
ily. which owns Sinar Mas, 
had recently bought back 
about a third of the S245m in 
outstanding bonds issued by 
AP&P’s separate holding 
company. The family paid 
$600 each for SI .000 bonds 
that mature in 2000. 

The move has raised 
expectations that more 
banks will start cutting their 
losses before the end of the 
calendar year. 

Astra International, a car 
producer with more than 
$2bn in debt, said it would 
use $70m in proceeds from a 
subsidiary sale to buy back 
bonds. Traders said the Gist 
buyers of distressed bonds 
are likely to be the debtors 
themselves, many of whom 
managed to transfer cash off- 
shore and avoid bankruptcy. 

“It makes commercial 
sense." said Ian Clyne. at 
INC Barings in Jakarta. 
“And it facilitates debt 
restructuring, because it 
takes out bond-holders and 
leaves the regular banks." 

Didi Derma wan, a lawyer 
active in restructuring, said, 
stand-still agreements 
between creditors and debt- 
ors would make it more diffi- 
cult for debtors to buy back 
their own debt, as creditors 
would demand a say on 
important business deci- 
sions. He added that owners 
could still do so if they used 
off-shore funds and agents to 
approach the bankers. 


WORLD BOND PRICES 


While banks have held on 
to their share of syndicated 
loans, some have started cut- 
ting their losses on deriva- 
tive deals such as dollar 
swaps- Many settle with 
their Indonesian counterpart 
directly at discounts of up to 
96 per cent. 

They are willing to take 
such cuts in part because a 
new bankruptcy court has so 
far failed to deliver, declar- 
ing only three bankruptcies 
and issuing three controver- 
sial rejections. Only 17 suits 
have been filed since the 
court opened in September. 

Bankers say the failure of 
the court helps explain why 
debtors feel little need to 
sign up for a government- 
sponsored rescheduling 
framework, which would 
insure against foreign 
exchange risks but require 
high initial payments. 

Fifty-two companies with 
total debt of $7bn had 
appealed to a separate gov- 
ernment task-force, set up to 
intermediate debt talks, but 
bankers suspect the task- 
force will only further delay 
substantive negotiations. 

Also, a number of compa- 
nies are issuing convertible 
bonds to creditors in expec- 
tation of changes in the law. 

The recerlt strengthening 
of the rupiah, from Rp 17,000 
per dollar to Rp7.500. has 
provided relief to corporate 
balance sheets. 

Indonesia’s central bank in 
January estimated private 
debt at S67.7bn and govern- 
ment debt, including state 
enterprises, at $86bn. Some 
S32bn would mature this 
year. Bankers put the figure 
closer to SSObn, as many 
bonds, commercial paper 
and derivatives were poorly 
registered. 


INTERNATIONAL CAPITAL MARKETS 

US Treasuries lead gains 


TOy^MENT BONDS 

By Arkady Ostrovsky in London 
and John Labate in Mew York 

Prices closed higher 
yesterday as investors con- 
tinued to favour fixed- 
income markets over equi- 
ties, which remained weak 
as profit-taking continued. 

Ofl prices also continued 
to fall, taking even more 
pressure off inflation in 
Europe and the US and 
potentially supporting the 
view that the European Cen- 
tral Bank might be in the 
mood to cut interest rates 
later this month. 

But the oil price decline, to 
a fresh low of S10.I5 a barrel, 
was bad news for some 
emerging markets heavily 


dependent on oil exports, 
and emerging market debt 
prices fell In response. 

US Treasuries led the 
gains as the stock market 
was hit by a morning of 
widespread selling. By early 
afternoon the 30-year long 
bond, the benchmark for US 
Interest rates, was 5 higher 
at 103%, sending the yield 
down to 5.015 per cent. 

Shorter-term issues also 
gained ground, with the 
10-year note 3 higher at 
101 g, yielding 4JS41 per cent, 
and the two-year note up £ 
to 1003, yielding 4.310 per 
cent. 

Earlier. European markets 
had moved ahead across the 
board as investors continued 
to mull over comments by 
Wim Duisenberg, president 


of the ECB, earlier this week 
that some analysts 
suggested signalled interest 
rates were on the way down. 

However, with some Emu 
countries, including Italy 
and Ireland, still needing to 
bring their domestic rates 
into line with the conver- 
gence target of 3U per cent, 
the ECB’s room for manoeu- 
vre may be limited. 

Phyllis Reed at Barclays 

Capital said Mr Duisenberg's 

view that “downside risks 
continue to exist" in the core 
economies suggested the 
ECB could set the conver- 
gence Interest rate for the 
euro-zone countries at 3 per 
cent, effectively implement- 
ing a 30 basis point cut. 

German bunds were 
higher. The December future 


on the benchmark 10-year 
bund, which expires next 
week, rose 0.36 to dose at 
11469, while the March con- 
tract dosed at 115-70, up 0.46. 
But trading was not heavy 
with more activity in the 
cash market, where profit- 
taking continued at the very 
long mid of the curve. 

Other European markets 
saw little activity- Stephen 
King, economist at HSBC, 
argued that a switch from 
relatively illiquid European 
bond markets Into bunds 
would be one of the main 
features of Europe's bond 
markets after the arrival of 
the euro next month. 

UK gilts were also mildly 
stronger, with the March 
contract on the 10-year gOl 
0.03 higher at 117.45. 


BNG taps demand for euros 


irfra^TWNAL BONDS 

By Khozem M er chant 
aid Vincent Boland 

BNG, the Dutch public 
sector lender, yesterday 
launched a Elbn bond, its 
largest euro -denominated 
Issue, to capture growing 
demand for the currency 
before monetary union. 

The European Investment 
B an k also launched a Elbn 
bond, although it was able to 
launch it at a much tighter 
yield spread than the BNG 
offering. 

BNG, the largest Dutch 
borrower after the sovereign, 
issued a 10-year bond, its 
first in this maturity, priced 
at 29 basis points over the 
Ecu-OAT curve. 

EIB's bond, of the same 
maturity, was priced at eight 
basis points over the Ecu- 
OAT curve. Both bonds were 
trading at their re-offer price 
in the secondary market 

BNG lends mostly to 
domestic housing associa- 
tions and other public utili- 
ties. Yesterday's issue is part 


New international bond issues 
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of its Fl50bn medium-term 
borrowing programme, 
under which FI 38bn has 
been, drawn. BNG expects to 
raise E8bn to ElObn in 1999. 
of which 50 per cent wDl be 
raised in straight euro- 
denominated paper. 

Japanese investors, keen 
to expand euro-denominated 
holdings, picked up IS per 
cent of the ticket. BNG is a 
famil iar name in Japan, 
where it has tapped the 
domestic capital market 


European investors bought 
the bulk of the issue. ABN 
Amro. Goldman Sachs and 
Warburg Dillon Read were 
the joint lead arrangers. 

Deutsche B ank issued 
$500m of five-year floating- 
rate notes at Libor plus 12 
basis points, following its 
takeover of Bankers Trust 
There was concern in the 
market that Deutsche would 
fund the transaction entirely 
in the bond markets so yes- 
terday’s deal suggests a 


more balanced programme, 
including an equity issue, to 
fond the purchase. 

The convertible bond mar- 
ket is in sound condition 
after a several large deals in 
recent days. Mediobanca, the 
Italian investment bank, 
added to the flow of issu- 
ance, raising nearly LliOObn 
in a two-tranche issue, 
jointly led with Goldman 
Sachs, exchangeable into the 
shares of Unicredito, the 
commercial banking group. 


Sovereign 
issuers 
guarantees 



By IQiozBfn Merchant 


■ HltellHl* 1111 


A growing number of Asian 
sovereign borrowers ore 
applying for supranational 
and developed country guar- 
antees as a more cost- 
effective route to the global 
debt markets, which have 
become increasingly expen- 
sive in the past 18 months. 

This week it emerged that 
Japan's Ministry of Trade 
and Industry is to guarantee 
a YTObn bond for Thailand. 
It would be Miti’s second 
guarantee of a proposed 
bond issue by a south-east 
Asian casualty of the 
regional financial crisis. 

The Asian crisis followed 
by the Russian debt default 
in August provoked fears of 
a global financial contrac- 
tion and sidelined emerging 
market borrowers as the cost 
of borrowing soared. 

Guarantees by suprana- 
tionals sucb as the World 
Bank effectively enhance the 
credit rating on the offering. 
ppahiing borrowers to piggy* 
back on the supranationals’ 
Triple A credit ratings. 

This makes borrowing 
more affordable for emerg- 
ing market sovereigns des- 
perate to raise financing to 
service rising budget defi- 
cits, resume work on infra- 
structure projects and over- 
haul heavily Indebted 
domestic hanking systems. 

The World Bank set the 
pace in September with a 
guarantee for a $300m bond 
for state-owned Electricity 
Generating Authority of 
Thailand. 

In October, Malaysia, 
whose introduction of capi- 
tal controls effectively cut it 
off from global markets, said 
a proposed Slbn bond would 
be guaranteed by Mid. 


Thailand's proposed YTttja. 
bond, possibly of IQ-ja^ 
maturity and lead-managed 
by Citicorp, is likely ^ be 
launched in January,-.-. >. 

Miti’s guarantee of (he 
bond is part of theMijazenva 
Plan, which is designed to 
help distressed southfast. 

Asian economies. - _ .. .. 

The Asian Development^ 
Bank said it was negotiating 
financing for India and the 
Philippines* state-owned 
power company that would 
be guaranteed by the multi- 
lateral bank. 

The ADB said giunixitfles 
are the most effective way 
for emerging markets to 
access international capital 
markets. 

“Asian sovereign borrow- 
ers want long-term financing 
for infrastructure. They can- 
not get that sort of maturity' 
from the markets. It Is our. 
role to provide guarantees,” 
said W. C. Chung at AJQB's 
office of co-financing 
operations. He added that 
since the regional crisis 
there had “been strong 
demand for guarantees'’. 

For India, the ADB is 
negotiating a 15-year doom 
financing, which may be 
either a syndicated loan or a 
bond but will be guaranteed 
by the bank. Completion has 
been delayed because some 
international sanctions 
remain in place after India’s 
testing of nuclear bombs last 
May. 

The ADB Is also talking to 
the National Power Corpora- 
tion about a financing of up 
to S2Q0m, which woukL abo 
be guaranteed. The develop- 
ment bank's first guarantee 
since the Asian crisis was 
for Thailand's t950m syndi- 
cated loan, which wa9 
launched in February- • 


BENCHMARK GOVERNMENT BONDS 
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seel( Dollar sags 





marktorb>ort 

By Alan Beattie 


Fresh falls in the equity 
markets continue*} to drag 
the dollar lower yesterd^ 
with Particular attention 
focusing on its performance 
against the D-Mark 

Hie dollar started weaken- 
Ihg in early European trad- 
“B- And when the opening 
of 0$ markets saw renewed 
declines in equity prices, the 
US currency fell farther 
agamst sterling and the yen 
as well as the D-Mark. 

Fresh rumours that Brazil 
would devalue, or at least 
widen the bands of the real’s 
crawling peg, also helped to 
put downward pressure on 
the dollar. 

The US currency finished 
London trading down 
against the D-Mark at 
DM1.673. 

Against sterling it finished 
lower at $1,661, and against 
the yen it dosed down at 
Y120.5. 


■ The D-Mark's strength 
against the dollar came 
despite increasing specula- 
tion that the European Cen- 
tral Bank on 22 Ttot*mh*r 
might set a starting repo 
rate for the euro of 3 per 
cent. lower than the 83 per 
cent level on which the euro- 
Participant countries are 
converging. 

“The mood music mrpl«g 
from the BOB in the past 

couple of days suggests that, 
they are more likely to cut 
early in 1999 if not before," 
said Alison Cottrell, chief 
international economist at 
Paine Webber in London 

“But the dollar started off 
from such a high level 
recently, around DMl.70, 
that any shocks from the 
equity market side are likely 
to knock it down." she «=»)(? 
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■ The Reserve Bank of Aus- 
tralia cut interest rates by 25 
basis points yesterday, some- 
what earlier than most had 
expected, and may have 
been a Tittle surprised to see 
the Aussie dollar cany on 
surging up above S0 lS3. 

The cut was portrayed by 
the RBA as as attempt to 
pre-empt the effect on' the 
Australian economy of the 
global slowdown in growth. - 

And with the economy 
continuing to grow strongly, 
the markets rewarded the 
RBA with what appeared to 
be a vote of confidence in 
their ability so far to Insu- 
late Australia from the 
recession in east Asia. 

"Same af the best-perform- 
ing carrencies af the past 6-8 

weeks have been those 
where Interest rates were 
cot,” said Nick Parsons, 
chief currency strategist at 
Paribas in London. 

"But it must be done by an 
Independent and well-re- 
spected central bank," he 
added. 
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■ The Russian, rouble has 
continued to weaken as the 
prospect of the Russian gov- 
ernment p ri nti ng money to 
finance the budget deficit 
threatens an accelerating 
depredation. 

Yesterday the rouble fell, 
closing after the second of 
the two daily trading ses- 
sions at RbslS.l, down from 
Rhsl8.6 on Tuesday. 

Recent money supply data 


showing a 16 per cent 
increase in cash in circula- 
tion in October are likely to 
undermine the efforts of Vik- 
tor Ge raschenk o, the Chair- 
man of the central bank, to 
persuade market analysts 
that the money supply is 
under control. 

But those with long memo- 
ries will recall that Mr Ger- 
aschenko's previous tenure 
at .the central bank four 
years ago ended ignomlm- 
ously after inflation got out 
of control and the rouble col- 


This track record seems 
unlikely to impress the 
International Monetary 
Fund. Michel Camdessus, 
the IMF's manag in g director, 
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has started talks with the 
Russian government with 
the eventual aim of unfreez- 
ing the S2L5hn IMF-led aid 
package. 

And with the draft budget 
promising cuts in sales tax 
and rises in social welfare 
spending, the temptation to 
monetise the puhbc debt is 
increasing. 

“Devaluation and inflation 
seem to be an inevitable and 
even necessary part of the 
fiscal and balance of pay- 
ment adjustments that need 

to be made." said Aniab Das, 
analyst with JJ\ Morgan in 
London. 

Mr Des said that expand- 
ing the money supply to help 
close the fiscal deficit might 
be a new development in 
Russian monetary policy. 

“So far, direct money fin- 
ancing h”is ma inl y been used 
to inject liquidity into the 
banking system.** said Mr 


“The next step could be to 
print money directly to help 
finance the budget deficit.'* 
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COMMODITIES & AGRICULTURE 


COTTON USSUBSIDIES HELP GROWERS 

World prices 
fall - but not 
in Australia 


By Stephen Wyatt to Sydney 

The world cotton market is 

under pressure with prices 

having spiralled lower this 
past week. The Australian 
cotton Industry, however, is 
booming, although it is not 
certain bow much longer 
this will last 

The country’s cotton grow- 
ers are benefiting from the 
weak Australian dollar, the 
fact that Australian cotton is 
priced against US cotton 
futures, and because US cot- 
ton futures themselves have 
been inflated by the US gov- 
ernment's record subsidy 
regime - aimed at maintain- 
ing the competitiveness of 
US cotton exports. 

Australia has, therefore, 
enjoyed the magical mixture 
of high levels of production 
and strong prices. 

The country produced a 
record cotton crop this year 
of 667,000 tonnes and 
another bumper crop is said 
to be in the making for next 
year. The acres have been 
planted, the water is avail- 
able - all that is needed is 
normal weather. 

The Australian Bureau of 
Agricultural and Resource 
Economics, the independent 
government research group, 
forecasts a record 1999 crop 
of 700,000 tonnes. 

Australian prices have 
never been so high, in spite 
of the collapse in world 
prices on the back of the 
slump in demand from Asia. 

Many Australian growers 
have sold cotton for 1999 and 
2000 for more than AS600 a 
bale. And the more astute 
have sold cotton they will 
produce in 2001 at more than 
A$510 a bale. 

Considering that this is 
almost double the cash costs 
of production, there is a 
swathe of new cotton mil' 
lionaires. 


COMMODITIES PRICES 


BASE METALS 
LONDON METAL EXCHANGE 

(Prices from Amalgamated IMri Tradnqf 
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It is strange that this is 
happening when other agri- 
cultural producers world- 
wide, such as wheat grow- 
ers. wool growers or cattle 
producers, are heading 
towards bankruptcy. 

Cotton is different. No one 
knows why this is so or how 
long it will last. 

“The Australian cotton 
market is arguably the most 
sophisticated agricultural 
market in the world,” said 
Thomas Mueller, president 
of Savcot Inc. a US cotton 
merchant based in Georgia. 

Active competition among 
Australia's cotton merchants 
- the companies that buy 
cotton from growers and sell 
it either domestically or for 
export - has given rise to a 
long-dated forward market. 

Growers can sell cotton 
that will be picked in 1999, 
2000 and 2001 at the extraor- 
dinary prices offered over 
the past six months. 

' Even though demand for 
cotton has all but disap- 
peared in Asia, a failed US 
cotton crop this year, which 
is about 30 per cent lower 
than last, and the US gov- 
ernment subsidy regime 
(even though US cotton is 
trading at a 15 per cent pre- 
mium to world cotton prices) 
have coincided to keep US 
cotton futures markets artifi- 
cially high. 

However, this is not likely 
to last much longer. The 
USSTOOm allocated to this 
marketing subsidy should 
run out in the next two 
months, according to Gordon . 
Cherry of NSW-based cotton 
merchants, Dunavant Aus- 
tralia. 

That is why (IS cotton 
futures have fallen 28 per 
cent in the past six weeks - 
and with cotton prices going 
down, it looks like the party 
may well be over for Austra- 
lia's cotton growers. 


Oil drifts lower after early gains 


By Paul Sotman 


Crude oil prices began 
trading slightly stronger yes- 
terday in London, after the 
weekly report from the 
American Petroleum Insti- 
tute showed US stocks had 
fallen. 

However, prices soon 
began to drift back down, 
with traders still reflecting 
on last week's decision by 
the Organisation of Petro-" 
leum Exporting Countries to 
delay action over global pro- 
duction. 

In late trading on Lon- 
don's International Petro- 
leum Exchange, Brent blend 
for January delivery was 
$10.15 a barrel, down 7 cents 
from Tuesday's close. 

On the New York Mercan- 
tile Exchange, bellwether 


January crude was $11.09 a 
barrel around midday, 
against Tuesday's close of 
i $11.13. 

“The situation in the oil 
markets - with a limited 
producer response to an 
environment of very weak 
prices, still adequate or over- 
supply, large inventories and 
weak demand - is a picture 
repeated across many com- 
modity markets today.” 
Kevin Crisp, J. P. Morgan 
analyst, pointed out in an 
energy markets report. 

“The CRB index of 17 com- 
modities has fallen over 5 
per cent In recent weeks and 
is again poised around its 21 - 
year low of 195.35. reached in 
late August,” said Mr Crisp. 

“Although there are some 
signs that Asian economies 
have stabilised, prospects 
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remain strong for a further 
slowing of the global econ- 
omy in 1999 or early 2000.” 

J. P. Morgan is forecasting 
that oil demand will rise by 
barely l per cent In 1998 and 


1.6 per cent in 1999, down 
from an average or 2 per 
cent between 1994 and 1997. 

Mr Crisp said the forecast 
assumed normal weather 
patterns and temperatures 
over the winter, and a return 
to more stable situations in 
many emerging Asian econo- 
mies. 

Predictions oi an unusu- 
ally cold winter in the north- 
ern hemisphere have led 
many energy analysts to 
forecast higher on prices as 
stocks begin to be depleted. 

Lower temperatures at the 
beginning and tha end of the 
season have been seen as 
especially crucial to 
increased energy consump- 
tion. However, the weather 
has remained stubbornly 
warm in North America over 
the past few weeks. 


In other oil news yester- 
day. Lehman Brothers cut 
its oil price outlook for the 
US oil benchmark West 
Texas Intermediate from SIB 
a barrel to $14, ritinc last 
week’s Opec meeting and its 
failure to add to the 2,6m 
barrels a day of production 
cuts agreed earlier this year. 

Meanwhile, base metals 
drifted downwards on the 
London Metal Exchange, 
with copper and lead near to 
llVs and 4 Vyear lows respec- 
tively. At the close, three- 

month copper was $1,560 a 
tonne against Tuesday’s 
close of 51,582. Lead was 
down $1.50 at $483 a tonne. 

Gold was “fixed" margin- 
ally higher at $294.15 an 
ounce in London yesterday 
afternoon against the morn- 
ing fix of $293.90. 


Rio Tinto offshoot ventures 
into iron ore in Orissa 

The Anglo-Australian mining group has joined the east Indian 
state to test the viability of a $1 bn project, writes Kunal Bose 


R TOML, a joint venture 
between Anglo-Austra- 
llan mining group Rio 
Tinto and Orissa Mining 
Corporation, will spend $18m 
in the next few years estab- 
lishing the viability of min- 
ing iron ore In the east 
Indian state of Orissa. 

Rio Tinto owns 51 per cent 
of RTOML and OMC, a state 
government undertaking, 
has 49 per cent. Orissa 
accounts for nearly 33 per 
cent of India’s iron ore 
reserves of 12.75bo tonnes 
and the three main steel 
plants that are planned will 
be sourcing iron ore from 
within the state. 

OMC has transferred two 
blocks at Gandhamardan 
and Malangtoli with deposits 
of more than 800m tonnes to 
the joint venture and the 
pre-feasibility study indi- 
cates the existence of 
high-grade ore. 

“Whether we will invest 
$lbn in b uilding the mining 


complex in Orissa will 
depend on the outcome of 
feasibility studies,” said 
Prakash Shrivastava, project 
director of RTOML. 

“Not many greenfield iron 
ore projects or substantial 
expansion of capacities of 
existing min es are consid- 
ered anywhere in the world 
at this time. 

“If the project goes 
through, we will lift the min- 
ing of iron ore from 5m 
tonnes a year to 15m tonnes 
in four years. Ultimately we 
will be mining- 50 m to nnes a 

year at the Orissa complex. 
Iron ore is a low value com- 
modity and to make a suc- 
cess of the project we need a 
world class infrastructure.” 
said Mr Shrivastava. . 

The company is banking 
on the federal and state gov- 
ernment for infrastructure 
development, including the 
establishment of a railway 
link between the mines and 
Paradip Port. 


The state government 
believes the project will take 
off because of the size and 
quality of reserves and the 
distance of only 260km from 
the port. RTOML is talking 
to Indian Railways, a federal 
government undertaking, 
about forming a joint ven- 
ture for running trains to 
move ore from the mines. 

“It is critical for the proj- 
ect that cargo handling is 
done efficiently and that 
freight constitutes a small 
portion of the total cost,” 
said Mr Shrivastava. 

RTOML is taking flam er- 
sley Iron, the Rio Tinto sub- 
sidiary in Australia, which 
mines 60m tonnes of iron ore 
a year, as its model for cargo 
handling and work practices. 

“Paradip Port must have 
the capacity to handle ships 
of 200,000dwt against 
60,000dwt now," said Mr 
Shrivastava. “The Paradip 
Port Trust has identified 
land for creating a dedicated 



RTOML Is dtecussi nq the transport of ore with Indian Railways 


iron ore berth for RTOML. 
But we will have the option 
to move iron ore through the 
proposed Dhamra port” 
RTOML proposes selling 
half the mined ore abroad. 
“Our target markets are the 
countries around the Bay of 
Bengal and Arabian Sea and 
Europe," Mr Shrivastava 
said. “The three new steel 
plants in Orissa and the ones 
in the eastern and western 
parts of Orissa will be our 
customers here.” 
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Feb 2957 -0.7 296.7 294S 17,129 58767 

Apr 197.1 -04 29X5 2970 1.142 1&456 

Jan 298X -OS 300.0 298X 509 15514 

Aug 3005 -OB 3017 301J 532 03B9 

Od 302.1 -09 303 JJ 30X0 18 2,459 

Total 21788141338 

PLATMUM KYUEX (50 Thiy OL: Srtn* at) 


GRAINS AND OIL SEEDS 

■ WHEAT UFK. (100 tone* E pm tarn) 


SOFTS 

■ COCOA UTE {10 tame* CAamei 


MEAT AND LIVESTOCK 

• UK COTTLE CME yWflOOte; CaresflH) 


“We are sure the Rio Tinto 
project will not get stuck 
through agitation by envi- 
ronmentalists and tribal 
groups, as has happened 
with other mining projects.” 
a government official said. 

“The company has sur- 
veyed the mining areas 
extensively, including habi- 
tation patterns and flora and 
fauna. We have been assured 
that the project will not 
cause distress and it will be 
environment-friendly.” 


JOTTER PAD 


Broker 
remains 
bearish 
on cocoa 

By Paul Sobnan 

Weak cocoa futures. prices 
can be explained by a 
change in manufacturers 1 
buying policies, according to 
GNI. a loading commodities 
broker. 

In its latest “Commodity 
Perspective” report. GNI 
said the outlook for cocoa 
remained bearish, in spite of 
forecasts that production 
would foil short or grindings 
in the current season- 

“It would scorn us if choco- 
late manufacturers are 
starting to move towards the 
■just-in-time" stock-holding 
policy that has worked so 
successfully in the coffee 
market.” GOT said. 

Manufacturers are keeping 
stocks at a comfortable mini- 
mum. then holding back 
from the market when prices 
rally, the broker said. 

“Even at cheap prices the 
manufacturers have contin- 
ued a just-in-time strategy, 
finally forcing producers to 
the market, pressing prices 
even lower.” 

Latest figures from the US 
Department of Agriculture 
put global cocoa production 
at 2.69m tonnes for the 
199S-99 season, which runs 
from October to September. 
USDA forecasts total grind- 
ings at 2.9m tonnes, leaving 
supply deficit for the sec- 
ond year in a row. 

However, prices have been 
weak for the past few 
months, and are trading 
below £ 1,000 a tonne on the 
London International Finan- 
cial Futures and Options. 
Exchange compared with 
£1,150 just she months ago. 

“Cocoa appears con- 
demned to a continuation of 
the recent bearish trend,” 
GNI added. “Stock figures 
may be a little unreliable in 
Europe, but on the whole, 
inventories are comfortable 
by any measure.” 

Liffo's March cocoa 
futures contract closed at 
£983 a tonne, against Tues- 
day's level of £978. 
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.y- . 

- 1* 

:*< 1 
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Sell Daft 

price draa pe Ngb Low 


Vri 


Open 

tat 


sett Dvr's 
price dongs Mgb 


\m Vri 


0p« 

tat 


Sea Day's 
Mce change Higfa 


I am Vri 


Opee 

tat 


Jan 

78-85 

-0.45 

79.45 

78JB5 

130 

1,777 

Dec 

940 

+4 

946 

939 

153 704 

Dm 

62775 -1.125 82950 61775 6771 

20719 

Mar 

8030 

-050 

0030 

8035 

56 

3777 

Mr 

084 

+6 

990 

980 2.098 52788 

Mi 

62.150 -0750 62700 61750 4710 

38718 

May 

82-50 

-630 

82.75 

8275 

53 

2714 

few 

1003 

+5 

1009 

1001 

138 27711 

Apr 

64700-0.450 64775 64725 1,771 

22701 

JM 

B430 

-050 

85.15 

85.15 

5 

302 

Jri 

1020 

+5 

1025 

1018 

177 11.522 

Jan 

63.525 -4) 250 63.700 63700 889 

11740 


8130 

-0.75 

- 

- 

- 

•4 

Sep 

1038 

46 

1043 

1035 

502 27796 

Aag 

63725-0700 63725 63.500 300 

7703 

Total 





323 

9736 

Doc 

1063 

*7 

1067 

1059 

307 12,706 

Od 

66450 -0.175 86725 66775 76 

2,177 


Soot i.B»3 3 e«m 1.6485 C trite 1£«29nilte IJdQG 


■ HIGH GRAPE COPPER ICOMEO 

Sea Dave Open 

price change Hgt 1M IW U 
Dec 68 85 -1D0 70.00 68 80 2.496 6X34 

Joe 09 45 -1.00 70 00 69 4 5 375 2.975 

FeS 6905 -1.00 70.40 7030 138 1.815 

Mar TOTS -1.05 71.50 7070 4.998 36.700 

Apr 7060 -IDS 71.45 70 65 12 1.391 

Hoy 7100 -1D0 7T.Q5 7090 11B 4336 

TOM 8390 09,175 

PRECIOUS METALS 

■ LONDON BULLION MARKET 
(Prices sunbed by N M RaOsctAD 


CaMdioyra 

S mtoe 

£ equlv 

SFr equnr 

Otoe 

3350-29410 

Openma 

294.10-294*0 



Monwg ft* 

29270 

177730 

404.700 

Ataman ft* 

294.15 

177707 

402397 

On s itaiti 

294 50-234 80 



Day's Low 

23140-23370 



ftevtous dose 

2337KS440 




Loco Ldn Bean Grid Ueting Rates life US9 

1 month 4.17 6 months 

3 months ...411 12 mortbs 

3 monhs 408 

SOier Rx pttuy at 

Spot 29471 

Starr leading Bote 
t mown too 6 manta . 

2 mends 165 12 manta 


301 

__151 


US OS (quit. 
48700 


Jm 346.7 -5.4 350.8 346.1 1776 11,120 

Apr 347.7 -5.4 3517 3477 398 1747 

JM 348.1 -5.4 3497 3497 11 267 

0d 350.4 -5.4 - - - 994 

Total 20B3 14729 

■ PALLAOH/H »rt«x (100 Troy oz.- S^oy IE.) 

Dm 

27270 

-aD5 37370 270.10 

170 323 

Mar 

272.10 

+0.45 27470 26970 

358 2701 

Jm 

270.10 

+7.45 

- 

5 9 

Total 




529 2780 

■ S&.VER COMX (5000 Troy®/ Catafray <a) 

Dec 

466.4 

-188 4857 

4657 

1756 1773 

Jh 

4687 

-168 4777 

4757 

14 85 

IUt 

4727 

-197 4917 

471.0 

6,061 49755 

MM 

4750 

-110 4947 

47X5 

68 6769 

Jri 

4777 

-197 4967 

4797 

16 6727 

SM 

480.1 

-19 A 4817 

4815 

2 1.491 

Total 




7JBD 74,764 

ENERGY 




■ CRUDE OO. NYMEX (1.000 borrta. S/iaroQ 


Latest toy's 


0pm 


price change Wgpi 

Law 

Vd tat 

Jaa 

11.09 

-0 04 1178 

1095 03754 1247k 

Fab 

1173 

-005 11.75 

T1.42 35.079 68726 

Mar 

11-93 

-077 12.13 

11.87 11741 41JB0 

Apr 

12-32 

-0.06 1251 

1278 

4.716 20214 

May 

1278 

-076 12.75 

12.65 

1556 19716 

Jun 

1376 

+771 13.08 

1275 

4.486 25 562 

Total 



131781 4S8706 

■ CRUDE OH. PE (S/tarri) 




Non 

0*fn 


Open 


priea change tflgh 

Low 

Vet tat 

Jan 

10.15 

-707 1043 

1079 15746 76,092 

Fab 

1048 

-413 10.78 

1043 10439 47713 

Mar 

1081 

-711 1178 

10.75 

1.037 27.457 

Apr 

11.13 

-710 1177 

1175 

1.112 13.798 

Hay 

11.40 

-7.12 1155 

11-35 

752 10308 

JUI 

1173 

-718 1172 

1173 

2710 22.177 

Total 




■ft oh 

■ HEATING OL WMEX (42000 US pfe: oVS gafej 


Latest 

Dajn 


Open 


price ehanga Mpfr 

Low 

vet tat 

Jm 

33.10 

+7-35 3273 

3170 17.125 62,999 

Feb 

33-35 

+777 3370 

3270 

8747 31761 

Mar 

34.15 

+772 34.40 

3X85 

X341 22712 

Apr 

3570 

+7J2 35.10 

3472 

1.412 1X497 

May 

35./11 

+077 3570 

3150 

378 1175* 

Jun 

3850 

+732 36.60 

3675 

888 9,445 

Total 



3470184711 

■ GAS 00. K (S/tomd 




San 

Dayte 


tfeea 


pwi liliwy Msb 

Urn 

Vat tot 

OBC 

9300 

+T7S 9375 

9175 12727 38,428 

Jmi 

96J5 

+775 9770 

9575 10238 30755 

Feb 

100 75 

+775 10175 

90S 

1.551 21768 

Mar 

10270 

- 103-50 102JW 

663 12749 

Apr 

144 50 

-750 108 00 UR50 

335 8-705 

®*y 

107.75 

+775 108 75 10775 

590 3734 

Total 



28700153^02 

■ NATURAL GAS FE (1.000 BBOffi pm pe 9 mb) 

Jm 

16.980 +0740 17000 16.770 

170 3775 

Feb 

157/0 +0.130 15.650 15.700 

80 5700 

Total 




1,100 20340 

■ natural qas vyicx (hwoo nmai,- Sfirtmo 


LAM 

Bay's 


Open 


iroco dlmge Hgb 

Low 

1M tat 

Jm 

1775 

- 2JJ20 

1 320 37769 55,759 

Feb 

§ 

i 

i 

1-955 15747 29729 

Mar 

1795+0705 2715 

1765 

8777 25,459 

Apr 

1790+0702 2710 

1-965 

4788 14.196 

May 

2705+0015 2725 

1.683 , 

1341 11716 

Total 



61 728230710 

■ UUEADQ fiASOUK 



NYMEX (42700 US gafc_c«SBS*L) 



L*m! Day’i 


Open 


price chaage Hgb 

low 

Vet tat 


■ WIOT CBT ROOOba Mr caaalBOft IXBtwO 

Dec 274.75 +173 278.75 77175 6011 5.394 

Her 289.75 +4L2S 281.75 28800 16,776 74354 

■ay 299.75 - 301.25 - 5367 11350 

M 30930 -075 31130 30700 4,321 22.8Z7 

Sep 31830 - 31930 31900 116 1,357 

Dec 33030 -33130 33000 130 1706 

Total 31321 11*388 

■JMQE COT (5,000 bu nbt eertsfiBb bustul) 

Dec 


Total 

COCOA CSCE {10 femes; S/tomesj 


1273146,104 


TOM 

■ LEAN B06S CME WLOOOta centsfts) 


Dec 


Jut 

sap 

Dec 

Trtri 


1468 +27 1462 1447 133 640 

1485 +27 1487 1466 2362 41388 

1507 +25 1509 1485 493 12.132 

1530 +23 1927 1508 135 2054 

1553 +22 1531 1531 197 3738 

1582 +22 - - 105 1463 


May 


Dec 

Total 


217.50 -025 216.75 21175 <1460 32333 
22775 -1.H 22900 22700 28.589162.758 
23125 -1.00 236.75 235.00 2748 40682 
24100 -ITS 24250 240.75 1053 47099 
247.00 -075 247.75 247.00 156 . 707B 

25275 -050 25330 2S30 968 21700 

92*0 314358 


■ COCOA OCCOJ (SOA'tfonne) 


Dec 29375-0400 29300 2B750 1916 
W> 37.775 -0450 38300 37750 4 350 

Apr 41375-0500 41950 40825 1933 

Jun 51.475-0875 52300 51.100 591 

Jut 53775-0300 54075 52.400 214 

Aag 51250 -0900 54.150 52.400 461 

3975 70553 Total 

■ PORK BOLES CME MOOOOIbs cantata) 


Dae 1 
Be tar - 


.112532 


Pm. day 

112372 


■ COfHE UFFE (5 tonnes; Sfcm) 


■ BARLEY LBTE p00 kmc £ par tonne) 


Jm 

78.60 

-025 

78.75 76.75 

2 

560 

Mm 

8075 

-025 

- 

_ 

320 

Hay 

8175 

-075 

- 

- 

32 

Sep 

7970 

-050 

- 

- 

20 

Nm 

8150 

-050 

- - 

- 

15 

Total 




2 

947 


Jm 

177B 

+3 

1783 

1748 2,026 21326 

Mar 

1690 

-5 

1695 

1657 1787 14.063 

«*y 

1654 

-5 

1652 

1622 279 5741 

Jet 

1534 

S 

1623 

1602 145. 1702 

Sap 

1614 

-5 

1593 

1593 66 510 

Mar 

Tetri 

1594 

-5 


- 250 

4/183 43,10 

■ COFFE *C CSCE (3750Q81K certE/fcs) 


Fell 

Mar 

■ay 

Jut 

Total 


45300-1775 46950 44375 1780 
45375-1.125 40000 44300 113 
4fl.400-1.125 47.100 41400 18 

47390-0300 47.700 47300 9 


11725 

16367 

7727 

4.668 

2763 

2781 


4791 

718 

446 

125 


For solutions to today's crossword call 0891 430060. 
Calls cost 50p a minute. 


i 


CROSSWORD 


LONDON TRADED OPTIONS 


No.9.855 Set by ADAMANT 


■ SOYABEANS CUT ftMObu HOT cento/BOto bushel) 

Jm 587.75 +5.75 59150 58090 28.488 72777 

H* 597.75 +«30 601.00 569.75 6314 30.495 

Key 80175 +150 608.00 59150 2.197 14353 

M 812.75 +175 61625 60530 1136 19358 

Aug 614.00 +530 61790 6D8.75 338 1149 

Sap 61030 *490 61230 61290 2 388 

TeM 40909149903 

■ SOYABEAN 01. COT (60900)6: oasm 


Dec 

11X35 

+2.10 114D0 11U00 

228 

819 

MV 

11070 

+1.45 11090 107.00 5.145 17775 

May 

11090 

+1.65 111.00 10750 

731 

5,587 

Jffi 

11170 

+1B5 110.40 109Jn 

60 

2731 

Sep 

112.90 

+1.85 111X0 110X0 

6 

1.481 

Dec 

114.10 

+1X0 

42 

768 

Total 



6712 28717 

■ COFFEE (KM) (US cenUpouid) 




Dec 

24X5 

-0.17 

25X1 

24X2 


6.100 

Jm 

25.14 

-0.® 

2571 

25.01 16X34 39702 

Mar 

25.30 

-0X9 

25-50 

MM 

5.880 32.431 

"W 

25.56 

-0X9 

25X1 

25,40 

9X34 

11X79 

Jut 

25.70 

-Oil 

25.75 

25X5 

1.036 13X60 

Aag 

25.75 

-0X6 

25.70 

25.70 

172 

2X01 

Total 





33X78 111,718 

M SOYABEAN MEAL COT (100 tons Snui) 


Dec 

1S0X 

+4.6 

151.7 

14SX 

7.310 12X13 

Jan 

1S1X 

+47 

153.0 

147.4 10,688 50,708 

Mar 

155.1 

+4.0 

156.1 

1513 

4,513 26,167 

May 

1587 

+X7 

159X 

154X 

1,174 

11X11 

Jri 

1615 

+XS 

162.0 

156.5 

504 

16X77 

Aag 

16X5 

+2.7 

16X5 

159X 

482 

3.389 

Tow 





21,707 128746 

■ POTATOES LIFE (20 tonnes: 2 per tome) 


Mm 

320-0 

+90X 

_ 

_ 

_ 

_ 

Apr 

314X 

+9X 

31 4X 

31 OX 

63 

2X54 

Mar 

324X 

+9X 

- 

- 

— 


Jm 

334.0 

+9X 

- 

- 

— 

- 

Nov 

85.0 

— 

- 

- 

— 

_ 

Total 





83 

2X54 

M HtBOfT (BHTEJQ UFFE (SUMndei pofrffi 


Dbg 

885 

-12 

837 

885 

18 

165 

Jan 

879 

-21 

895 

879 

31 

622 

Apr 

950 

-10 

960 

950 

154 

833 

Jri 

645 

-5 

850 

845 

15 

386 

Total 

Cbm 

Prev 



ZU 

2J54 

Bfl 

aa 

935 






Dec 1 

(tamp, dally 

15 dv enrage . 


9772 

.9770 


ftw. (toy 

(WAS 

97.45 


■ HHIE SDBAB UFFE <50 banes; Sflnme) 


Mm 

244X 

+27 

24X4 

Z42X 1X24 20.754 

May 

245X 

+27 

245X 

2*3.5 

473 5720 

Aug 

245X 

+X4 

24EX 

2457 

1(0 3X07 

Oct 

23X5 

+1.6 

Z39X 

238X 

306 3X79 

Dec 

240.7 

+1X 



- 310 

Mm 

24X0 

+2X 

244X 

244X 

- 843 

Tabd 





1X10 34X13 

M SUBAR 11' CSCE (H2X0CA9; cmbtt« 

Mar 

8.30 

-0X1 

840 

87717X02 88717 

Atay 

876 

-0.03 

S46 

875 3X34 18X32 

Jri 

X39 

-0j03 

847 

879 

791 17X64 

Od 

8X8 

-0X1 

8X3 

8X7 

084 13X81 

Mar 

8.74 

-0X3 

X78 

875 

716 BX82 

my 

8.80 

-0X2 

8X0 

8X0 

335 1X59 

Total 




22X22 147XM' 


Sfrbn price S tan 

-Crita-. 

-pas- 

■ AUHBNUH 





(89.7%) LIE 

Jan 

Ata 

Jen 

Apr 

1250 

. 59 

13 

107 

38 

1300 

. 12 

65 

55 

82 

1350. 

. 1 

154 

24 

150 

■ COPPER 





(Bade A| LME 

Jen 

Apr 

Jm 

Apr 

ISM 

. 59 

7 

81 

28 

1600 

. 27 

25 

53 

49 

170D _ 

. 9 

57 

33 

77 

■ CflfH* UFFE 

Jan 

Mar 

Jm 

Mar 

IfKft 

. 133 


5 

_ 

170(1 

. 90 

. 

12 

_ 

1750 

. 54 

- 

26 

- 

■ COCOA Lffi 

Dec 

Mar 

Dec 

Her 

wn 

. 25 

51 

1 

17 

975 

. 3 

36 

3 

27 

1000 . 

. 1 

25 

25 

41 

M BRENT CROOE PE 

Jan 

Feb 

Jan 

Feb 

imn 

. 

. 

27 

48 

msn 

. 29 

73 

. 


lira 

. 17 

47 

98 

86 


LONDON SPOT MARKETS 

■ CBUOEOtLfOO (pat bard) « 



l 

t 


t- r 

. • 






; -i «.■ 1 

a .t 


~ ■ COTTON HYCE (50.00001* cantatas 


dm 

61X0 

- 6ZX0 

6055 

60 298 

Mar 

63X5 

- 65X0 

63X5 4X24 38737 

May 

54.60 

- 65X0 

64X0 

668 15.481 

Jri 


- 66X5 

64X5 

746 11783 

Oct 

66.15 

- 66.15 

66X0 

9 ix*a 

Dae 

66X0 

- 67X9 

68X0 

183 11737 

Total 




5X79 78X39 

M (BUNGE JUKE NICE (15XOOfeK cental* 


PULP AND PAPER 

■ WLPgQWX <1153:24 air *r tonal 

Sett Day* Open 

price change Hgt 1 m W U 
Dec 40690 -190 41190 40290 9 281 

Her 425.75 -125 43190 42090 82 417 


FUTURES DATA 

Aff times 030 Swtttf by OKS 


Jib 

117X5 -1X0119X0 118.40 

651 12X88 

Her ' 

119X5-1X0 120X0 118J5 

462 

6,771 

May 

121X5 -1X0 122X0 122X0 

12 

1X80 

Jri 

122X5 -0.75 122X0 122X0 

16 

1X35 

Bap 

122X5 -1X5 124X0 123X0 

20 

181 

Nov 

12395 -1X5 12370 122.50 

5 

474 

Total 


1,181 28X17 


VOLU ME DAT A 

Open mores aid Yriume dote shorn lor conoacts 
traded on COMEX NYICX COT. MICE. CME. CSCE 
end re QMe 08 are one day In mresn. VUune 8 
Open Merest M ar lor d traded nonsu. 


INDICES 

■ Rasas (Base 18®J1 = 10Q 


3BWBW 

Ban Cotas 
Krugerrand 
New Sovereign 


,3.35 


-255 

-230 


5 Price 
297-301 
89-73 


C eqriv. 
178-180 
41-43 


JlOl 2920 +0017 2JJ3S 1995 2.73 11379 

Jh 3475 -078 34.75 3390 41.490 41350 

FA) 3590 -096 3185 3530 10.353 10353 

Mar 3725 -096 3775 3195 7358 7.358 

Apr 4180 -021 40.80 4090 99B9 9989 

May 4130 -031 41.70 4150 8.548 8,448 


Jnn4275-a2142.7S47 255.32*1324 


Nuts and seeds Prices from Kenkko 

London S per mft. Iranian pistachios 287 
30 raw On shod) naturally opened (round): 
crop 1997 sold out, but new crop offered 
as Mow sc 28/30 at SZJB00, CFfl MEP. 20/ 
22 at S3 ,650 CFR MEP. Turkish hazelnuts 
13/15 and 11/13, for crop 1998 mdeMdon 
54,450 CFR Market unstable, no feng-term 
afters. Indian cashena crop 1888 CFR 
from top shippers. W320 at 55.950. W240 
at 88951 Market Increasing because of 
less African seeds. US atmonds standard 
5 per cent crop 1998 at $4700 to 54,300. 
Mainly second-hand goods. Mordovian 
walnuts crop 1998 ottered aa IgN hriuaa 
.and nieces at S39S0 CFTLMB» Mutv paML 


Dec 2 Dec 1 

14702 14759 14829 

CR8 ROOT* P8SK 1967 = 10Q 


17953 


Dec 1 Nov 30 bboNi 

195X2 196X2 

■ GSQ Spot (Strii: 1970 =100) 



Dec 1 

Nov 30 nanOi ego 

ywvage 

133.13 133X8 14875 

UE WAREHOUSE STOCK (team} 

189X8 

Miritai 

+350 

M 

585700 

NanMunriar 

+680 

to 

93.120 

Copper 

+3X75 

to 

515.123 

Imd 

+375 

to 

I0S.150 

matt 

+252 

» 

62X10 

Ok 

-450 

to 

328.125 

Tin 

-105 

to 

7X55 


Dubai 

S9X84.7BX 

-070 

Broil Blend (dated) 

S9 -62-9.66 

-0.165 

Brea Blend Man) 

SI 072-076 

■4L165 

W.T1 

sii.il-i.rat 

-0.12 

■ OL PRODUCTS WOE prompt tUvny CV (kune) 

Preriun Gesdtae 

S11S-118 


603 01 

582-93 

+1 

Heavy Ftri 0B 

$34-57 


napnuffl 

Si 13-116 


Jet bd 

S106-10B 

+1 

Otari 

SI 00-101 

-OX 

M NATURAL GAS (tam/tan) 

Bacan (Jag 

18X5-17X0 

+075 

nostaff *as m ukom atm j» btk 


mama 



Bold g» boy 

S293X5 

-0.40 

Store fper troy <q)$ 

487X05 

naBum (per boy mj 

$346X0 

-3.00 

PaCarium (pgr bo? oi) 

$271X0 

-1X0 

Cttoper 

7BXC 


UaapBfraL) 

45.00C 


Tta (naM Lamm) 

19X3r 


Tin (New YdriO 

2S4X 


Cnffle Dre wrighg 

84 Tip 

+4L43" 

Sieq) IfVB 

Si -tap . 

-075* 

Pta (Vw wxtfW 

48X5p 

+0X7* 
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ACROSS 

1 Can one who starts the bat- 
ting be a cutter? (3,61 

6 Some fathers want to be in 
at all stages of birth (5) 

9 Started to ask Tor a name 
(5) 

10 A resort we developed as a 
sweet solution (9) 

11 Taking away the pain of 
living (10) 

12 Scrag of joy ( 4) 

14 Rich man hiding one penny 
shares (7) 

15 Vessels proceed to Birken- 
head: let's follow (?) 

17 Stupid mistake to ignore 
last quarrel (7) 

19 Rights to invention of open 
society (7) 

30 Beware the rocky hollow 

(4) 

22 Being Communist, eastern 
Europe took blame unfor- 
tunately, but can be saved 
OO) 

25 Having a peculiar expres- 
sion (9) 

28 Fixes the claws (5) 

27 Wants women out of Swe- 
den - that's revolutionary' 

(5) 

28 Gives fresh look to flags or 
merchant fleet, omitting 
navy (9) 

DOWN 

1 Present the bill for the fur- 
niture (5) 

2 Unexposed pictures, for 
example, taken among 
indigenous people ( 9 ) 

3 Take wide view of judge 
and peculiar potentate GO) 


4 Standard reply to those 
who came with William id 

5 Without a part being set 
out in circle (7) 

G Information from all quar- 
ters (4) 

7 Drink a litre of the whole 
amount (5) 

8 Girls hugging poor little 

„ get hand-outs (91 

13 Mitigated sentences Crum a 
graduate, note, for people 
on way up (io> 

14 The inference was that a 
number was taken away I 9 J 

16 Honouring the common 
people tfb 

18 Choose gold for the prince 

19 Last month the epitaph 
about Edward I turned up. 
perforated (7) 

21 Hole in homd material ( 5 » 

23 J 1 less Panful for 

England overseas (51 

24 After a short time, start 
studying the book ( 4 ) 

Solution 9,854 
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Wall Street puts more pressure on UK stocks 


PISEM-Share ind« 


MARKET REPORT 

By Steve Thompson. 

UK Stock Market Editor 

The profits warnings that 
have nibbled away at the 
edges of the London equity 
market's hard-won return of 
confidence came with a real 
rush yesterday, unnerving 
dealers and investors alike. 

Piling on the pressure in 
London was the recent bad 
news on the domestic econ- 
omy which included the 
severe contraction in output 
in the UK manufacturing 
sector that helped trigger 
Tuesday's 200- point plus 


fall in the London market. 

And a final twist was 
added by the overnight news 
from the US where Boeing, 
the world s biggest aircraft 
manufacturer, shocked 
global markets by warning 
of a sharp slowdown in earn- 
ings and massive job losses. 

"Without the Boeing news 
1 t hink we might have been 
okay," said one London 
trader. “But that has really 
begun to worry the institu- 
tions who are now having to 
rethink strategy about the 
global earnings hit. It’s 
going to be a long haul from 
here on." 

Burdened by the fallout 


from the Boeing news, which 
cast a shadow over the engi- 
neering sector, the whole of 
the London market was 
under pressure for most of 
the day, ignoring Wall 
Street's rally on Tuesday. 

The Dow Jones Industrial 
Average finished a net 16 
points higher, having been 
down almost 130 points early 
in the session. 

But the US market ran 
into another burst of selling 
pressure at the outset yester- 
day, dropping more than 40 
points in the first 10 minutes 
of trading and posting a 170- 
point fall not long after the 
London market closed. 


By the close of a session 
characterised by more heavy 
turnover of l.lbn shares, 
much of it said to be associ- 
ated with tax-related trades, 
the FTSE 100 index was 303 
down at 5,5073. 

Earlier, when Wall Street 
was coming to terms with 
the Boeing news and a big 
sell-off in Sears Roebuck, 
which warned of lower-than- 
expected earnings, the index 
had dropped through the 
5300 level to record a ses- 
sion-low of 5.4893. 

The market’s midcap and 
smallcap stocks also suffered 
but dealers said that the 
downside pressure was 


never overwhelming. The 
FTSE 250 closed 17.0 lower at 
4304.4. having momentarily 
dipped below the 4300 mark, 
while the fTSE SmallCap 
gave up 2.7 to 23363. 

Marketmakers said they 
expected increasing volatil- 
ity in London in the run-up 
to Christmas and the new 
year. 

“London, along with most 
other markets, will be 
unreadable because of the 
Emu effect which has meant 
that the Institutions have 
already taken the end-year 
positions they would nor- 
mally have worked at during 
December." said one trader. 


“They won’t get involved in 
the run-up to European 
monetary union and will 
simply, stand back and 
watch. From here to the 
year-end. the markets will 
mostly be at the mercy of 
speculators." 

The latest dose of profit 
warnings came from right 
across the board, with the 
most damaging from Arca- 
dia. the high street retailer 
formerly known as the. Bur- 
ton group. 

Arcadia pointed to a steep 
decline in consumer spend- 
ing and some intense price 
roackdowns by Its competi- 
tors. 
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Arcadia 

stuns 

analysts 


COMPANIES REPORT 

By Joel Kibazo, Martin Brice 
and Peter John 


A profits warning from 
fashion retailer Arcadia 
Group stunned investors, 
wrong-footed one of the com- 
pany's brokers and sent 
shares in the group and sec- 
tor plunging. 

The company shocked the 
market with a statement 
that said the outlook Tor the 
first half of the current 
financial year was "not as 
encouraging as previously 
anticipated”. It added that 
sales in the first 13 weeks of 
the first half were down 1.8 
per cent 

The statement, which 
came “out of the blue" 
according to one sector spe- 
cialist. appeared only weeks 
after the group indicated 
that trading was In line with 
expectations. 

Analysts at Credit Suisse 
First Boston, one of Arca- 
dia's two brokers, had been 
recommending the stock and 
were big buyers of the 
shares. Arcadia recently 
held presentations for insti- 
tutions at which the mes- 
sage about current trading 
appeared confident. 

“It's difficult to see how 
much worse the company 
could have handled this. 
Investors will feel stitched 


up," said one angry analyst. 
Another said: “What we 
have here now is a credibil- 
ity problem with the man- 
agement. Who can believe 
what they say anymore?" 

Both CSFB and Cazenove, 
the company's other joint 
broker, were said to have 
slashed their year-to-August 
1999 profit forecasts to £60m 
from £90m following the 
warning. CSFB also down- 
graded its recommendation 
from “buy" to “hold”. 

The shares lost 75 ‘-s or 263 
per cent to 212Vip, making 
them by far the worst per- 
former in the FTSE 250. 

Dealers in the stores, 
already cowed by a long list 


of profit warnings in the sec- 
tor this year, were again 
heard to scream for mercy as 
they digested the news from 
Arcadia. 

Sell orders dominated 
activity, prompting a sharp 
decline in retail issues. 
Great Universal Stores was 
the worst performer in the 
FTSE 100 as the shares gave 
up 52 or 831 per cent to 574p. 

Investors again baled out 
of Marks and Spencer, leav- 
ing the shares isti off at 
400p, after trade of 12m. 
Boots did not escape the 
retreat and the shares closed 
34 lower at 940p. Sears was 
also a casualty, the shares 
easing 16 to I96lip. 
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The only ray of light came 
from electrical goods retailer 
Dixons. Moving against the 
sector and general market 
trend, the stock appreciated 
18 to 75Sp, with sentiment 
said to have been boosted by 
Goldman Sachs reacting pos- 
itively to a conference call 
with the company. 

The surprise profits warn- 
ing from US aerospace group 
Boeing took its toll across a 
swathe of UK defence and 
engineering companies. 

The most obvious fall was 
suffered by British Aero- 
space which fell 2Q'. , » to 
477 , /*p. However, the nega- 
tive sentiment spread to gen- 
eral engineering companies 
likely to suffer a slowing of 
demand. Siebe, which was at 
243p immediately after the 
announcement of its merger 
with BTR, was down 9 at 
201 p while BTR fell 2'A to 

imp. 

Other engineering-related 
stocks expected to suffer a 
slowing of demand from Boe- 
ing were Britax Interna- 
tional. off 6'/i at 108 '/*p, 
Rolls-Royce, down 5 at 235p, 
and Ti Group, which fell S to 
322p. 

Boeing pointed to a slow- 
ing of demand for air travel 




in Asia, and British Airways 
saw 10m traded as it lost 4 to 
391 p. 

Smiths Industries man- 
aged to move against the 
falling tide, rising 15 to 840p 
in the wake of the earaings- 
enhancing purchase of 

F.ntraco. 

The decision by leading 
Marley shareholder PDFM to 
underwrite the costs of bid- 
der John Mansfield left the 
fund management group 
around £24.5m better off yes- 
terday as the building mate- 
rials company accepted a 
cash bid from Etex of Bel- 
gium. 

Aggressive stance 

Analysts were divided 
over whether the move sig- 
nalled a more aggressive 
stance by fund managers, or 
whether the management at 
Marley was uniquely dis- 
liked by investors. 

The Etex bid at 125p a 
share is at a premium of 60 
per cent to the 78p at which 
Marley shares stood before 
offer speculation began. 
PDFM had a stake of about 
13 per cent in Marley, which 
has fallen from more than 
200 p tn four years. 

PDFM underwrote the 
costs of John Mansfield’s 
97d4p paper offer, prompting 
Etex to make its move. 

Dresdner Klein wort Ben- 
son bought Marley shares In 
the market yesterday, as 
59m were dealt, representing 
about 18 per cent of the com- 
pany. Marley gained 16 per 
cent or 17% to 123p, while 


John Mansfield was easier at 
6Kp. Norcros, over which 
John Mansfield cast its slide 
rule earlier this year, was up 
5V4 at 53%p in brisk volume 
of 13m. 

Rugby is also seen as a 
potential bid target following 
its recent profits warning. It 
rose 5 l A to 87p. 

Lasmo. the oil exploration 
and production group, fell 
almost 10 per cent to its low- 
est level for four and a half 
years. The slide of 12% to 
U9%p reflected the market’s 
concern that the company is 
struggling with oQ prices. 

CSFB called Lasmo's 
recent decision to axe a large 
chunk of head office staff “a 
panic move" and said: “We 
can expect little positive 
news flow from Lasmo over 
the next 12 months from an 
operational perspective." 

Lehman Brothers regis- 
tered disappointment that 
the meeting of Opec oil min- 
isters had left production 
restrictions of 23m barrels a 
day unchang ed. 

USA International said the 
pre-tax line would fall from 
£6.3m last year to about 
£33m and its shares, which 
stood at 239p last year, were 
down 7 at 33p- 

The distributor hinted at 
management troubles as 
chief executive John Parkin- 
son stood down due to the 
“need for the company to 
have clear unambiguous 
leadership". 

Carlton Communications 
bounced 1414 to 492’Ap in 
belated reaction to full-year 
figures on Tuesday. 

IQ improved 6 to 540p in 
anticipation of positive feed- 
back from an analysts' trip 
to the company's operations 
In the Netherlands. 

Buying ahead of today's 
results and reiteration of a 
“buy" recommendation from 
HSBC Securities saw Royal 
Bank of Scotland recover 14 
to 870p. The shares have suf- 
fered since a Sunday news- 
paper said the bank would 
have to write off more than 
£100m in Asian debts. 
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MARKETS 


US pulls bourses lower after Boeing stalls 


EMERGING MARKET FOCUS 


WOjRLD OVERVIEW 

World markets continued to 
track Wall Street on a day 
dominated by Boeing's 
announcement of a profits 
warning and further job 
cuts, twites Michael PeeL 
The aircraft maker’s state- 
ment provided further sup- 
port for strategists who 

think analysts’ inflated earn- 
ings forecasts have led to an 
overvaluation of US stocks. 

The Dow Jones Industrial 
Average fell in early trading. 


sending European bourses 
lower In the absence of other 
big corporate news. 

The most significant deal 
announced in Europe yester- 
day was Deutsche Bank's 
DMlba purchase of the Bel- 
gian business of Credit Lyon- 
nais. the French bank. 

Asia edged forward after 
Tuesday's modest rise in 
New York, although the for- 
tunes of individual markets 
were mixed. Tokyo, Hong 
Kong and Singapore all 
gained about l per cent, but 


Manila fen on profit-taking 
and Bangkok suffered Its 
fifth consecutive decline. 

The news from Boeing 
came the day after the 
release of downbeat purchas- 
ing managers' surveys Cram, 
the US, UK, Germany, Italy, 
Denmark and Sweden. They 
all suggested manufacturing 
activity was declining. 

That view is consistent 
with the official line of 
Dresdner Klein wort Ben- 
son's strategy and economics 
t eam . There is now increas- 


ing over-capacity in the [US] 

manufact uring sector," said 
Tan Harwood, global head of 
strategy and economics. 
“The same is likely to be 
true of the service sector. 
This Is the main reason US 
domestic pricing power con- 
tinues to evaporate." 

Post-tax profits In the US 
had fallen by 6 per cent year- 
on-year in the third quarter 
of 1998. “We think this will 
run through In 1999. This 
profits recession is pretty 
much unappreciated." 


Nomura, too, forecasts a 
fall in US stock prices, which 
rose almost 20 per cent 
between October 2 and 
December 1. In its latest 
monthly research it says 
companies will be forced to 
curtail investment and 
expansion plans as earnings 
are hit by slower growth and 
cheap imports. 

Nomura predicts the flight 
from equities will Intensify 
as small-time investors 
reduce their spending on 
shares. The increase in mar- 


ket volatility In the summer 
has probably caused these 
stockholders to lose confi- 
dence that the gains they 
TTiadw will prove permanent. 

There are still commenta- 
tors who take a less bearish 
view. Goldman Sachs’ 
monthly publication on 
world investment strategy 
predicts earnings growth 
next year, adding that prof- 
its should hold up better in 
the US and continental 
Europe than in Japan and 
the rest of Asia- 


Chill penetrates 
Africa’s shelter 


Dow tumbles 
on corporate 
profit fears 


Total’s fall dominates Paris 


AMERICAS 


Fears over corporate profits 
unnerved Wall Street, send- 
ing the Dow Jones Industrial 
Average back below 9.000 in 
morning trading, writes Dan- 
iel BOgler m New York. 

The Dow dropped 148.29 to 
8,985.25. while the broader 
Standard & Poor’s 500 index 
fell almost as heavily, losing 
14.24 to 1,161.04. 

The market was dragged 
down by another profits 
warning from Boeing, which 
plunged more than 16 per 
cent to $33%. The aircraft 
maker blamed the Asian cri- 
sis for production cuts which 
win reduce its projected 1999 
earnings from $2bn to 
$l3ba-$1.5bii. 

Retail stocks were bat- 
tered by bad news from 
Sears Roebuck, the depart- 
ment store chain, which 
shook confidence in the out- 
look for the Christmas shop- 
ping season by delivering a 
profit warning for the fourth 
quarter. 

■ Sears said its domestic 
revenues fell by 43 per cent 
last month, a period that 
included the start of the holi- 
day shopping season. Its 
shares were down $2fc. or 5 
per cent, at $42% in early 
afternoon trading. 

Among other retailers, the 
big department store groups 
were hardest hit 

J.C. Penney was down $% 
at $32 n- Federated Depart- 
ment Stores $l& at *4(HU 
and May Department Stores 
$1% at $57%. 

Oil stocks had a quieter 
day after yesterday's foils, 
with Exxon slipping just $Vi 
to $71% while its takeover 
target Mobil managed a $1 
gain to $84%. However. 
Chevron, which had been 


seen as a potential merger 
partner for Mobil, fell more 
heavily, by S2& or nearly 3 
per cent to $79%. 

Meanwhile, J.P. Morgan, 
the investment bank which 
is expected to gain substan- 
tial fees from advising on all 
the big oD deals announced 
recently, gained another Sft 
to $108ti. building on the 
previous session's big rise. 

Technology stocks were 
also weaker, with the Nas- 
daq composite down 24.17 at 
L9 79-58. While International 
Business Machines, Micro- 
soft and Intel all fell, Hew- 
lett-Packard stood out with a 
2 per cent rise to $63ft after 
the computer maker 
announced an aggressive 
push into financial services 
clients. 

TORONTO fell back in 
early trading, weighed down 
by another weak start on 
Wall Street that sparked 
profit-taking across the 
heavyweight banking sector. 

Royal Bank of Canada 
came off C$1.45 at C$76.55 
and Canadian Imperial wank 
of Commerce C$1. 10 at 
C$3420. Bank of Nova Scotia 
retreated 55 cents to C$34.65. 

As a result, the bench- 
mark 300 composite index 
was off 58.74 at 6398.40 at 
noon, although volumes 
were moderate at best. 

Golds were dull with Bar- 
rick shedding 20 cents at 
C$3030. Among industrials. 
Northern Telecom fell C$130 
to C$7130 and Seagram 35 
cents to C$53.30. Canadian 
Pacific lost 45 cents at 
C$33.45. 

Firm features were thin on 
the ground. Gulf Canada 
hardened 5 cents to C$4.60 
and Alcan Aluminium 
stayed positive, improving 15 
cents to C$4130. 


Sao Paulo slips again 
on loan deal concerns 


SAO PAULO continued to 
lose ground, adding further 
losses to the 6 per cent 
decline racked up by the 
Bovespa index over the past 
two sessions. 

The benchmark was off 
180 or 2.1 per cent at 8365 by 
midsession with brokers cit- 
ing the weak start on Wall 
Street and nervousness 
about the IMF loan package. 

A finance ministry official 
said be was confident the 
$41bn aid deal announced 
last month would be ratified. 


EUROPE _ 

Early losses were pared In 
PARIS, but the market still 
ended lower for the third 
day running. The session 
was again dominated by oD 
giant Total, where turnover 
remained heavy at FFi22bn. 

By the close the CAC-40 
Index was comfortably above 
its 3,628.42 low for the ses- 
sion at 3,64931, a decline of 
1.04 per cent or 38.43 on the 
day, or 73 per cent since Fri- 
day's close. 

Total stayed out of favour 
as analysts drew compari- 
sons between the 37 per cent 
premium it is paying for 
PetroFina and the 15 per 
cent or so put up by BP and 
Exxon for Amoco and Mobil. 

The stock ended off FFr28 
at FFr530, a two-day fell of 

9.69 or 0.88 par cent to 
1,09631. See Euro Prices page. 

16.8 per cent. Broad senti- 
ment was not helped by Mor- 
gan Stanley Dean Witter, 
which cut Its target price for 
the shares by 7 per cent 

The downbeat mood also 
spread to PetroFina in Brus- 
sels where profit-taking after 
Tuesday’s 18.4 per cent surge 
left the stock off BFr225 at 
BFrl6,650. 

Firm features in Paris 
included BNP, up FFr1030 at 
FFr425. and STMicroelec- 
tronics, which bounced 
FFr23 to FFr382 after sliding 
almost 10 per cent on Tues- 
day. Carrefour added FFrll 
at FFr4,036 in spite of a 
downgrade from “buy" to 
“hold" at HSBC. 

TV group TFL hit delays 
to a broadcasting law to 
curb public television adver- 
tising and leave a clear field 
for the private channels, 
shed FFr45 at FFr963. 

Sanofi and Synthelabo, the 
subject of strong merger 
rumours in recent sessions, 
fell back. Sanofi lost FFr70 
at FFr930 and Synthelabo 
came o ff FFr3 1 at FFrl.199. 

FRANKFURT headed fur- 
ther into negative territory 
after Tuesday's 5 per cent 
tumble. The Xetra Dax Index 
registered a loss of 6438 at 
4,71230. 

BMW was the car sector’s 
big loser as news that the 
Rover Group chairman, Wal- 
ter Hasselkus. had resigned 
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overshadowed a landmark 
deal to axe 2,500 jobs and 
introduce flexible working to 
save the British Longbridge 
plant from closure. 

BMW dropped DM63 to 
DM1,142, while Daimler- 
Chrysler lost DM4.55 to 
DM148.10. 

Deutsche Bank picked up 
to a high of DM102.75 on 
news that it was to buy 
Credit Lyonnais Belgium 
before selling pressure again 
took hold. The shares closed 
DM4.15 lower at DM9535. 

Dresdner Bank lost DM238 
to DM6830, hurt by a Merrill 
Lynch downgrade that said 
the hank was too hasty in 
seeking acquisitions and 
mergers. The stock jumped 
last week on a rumour that 
it would co-operate with 
investment bank CS First 
Boston. 

Siemens was marked down 
DM235 to DM11235 ahead of 
today's annual news confer 
ence at which the company 
is expected to provide a 1998 
earnings per share figure 
little changed on 1997. 

AMSTERDAM fell 21.05 to 
1,027.68 on the AEX index 
after further weakness for 
financials and persistent 
selling at Royal Dutch. 

ING, downgraded by local 
broker Oyens as a result of 
disappointing banking 
returns, lost FI 3.20 at 
FI 98.70 and ABN Amro 
retreated FI L40 to FI 35.10 in 
1L 6m shares traded. 

Royal Dutch gave up 
FI 2.50 at FI 8630 with weak 
international oil prices off- 
setting hopes for further 
consolidation. 

Wolters Kluwer slipped 
FI 19.90 or 5-6 per cent to 
FI 335.10 after Salomon 
Smith Barney initiated cov- 


erage of the media group 
with a price target of FI 320. 

ZURICH was hurt by the 
crumbling dollar and Wall 
Street's weak opening and 
the SMI Index, which 
reached an early high of 
6332.4, turned bad: to close 
37.3 lower on the day at 
6,77473. 

Some financials, notably 
the insurers, recovered after 
Tuesday's losses. Zorich 
Allied rose SFrii to SFx938 
and. Baloise gained SFr34 to 
SFEL234. 

MADRID gave up 734 at 
813.14 on the general index. 
Hanicg were a shatfo earner 
and Endesa lost 2 per cent as 
the power leader’s attempts 
to acquire Ebersis of Chile 
appeared to hit problems. 
Endesa fell Pta75 to Pta2,000. 

Sausage skin maker Visco- 
fan improved PtalOO to 
Pta4345 after a local broker 
upgraded the shares to buy. 


STOCKHOLM was enliv- 
ened by renewed rumours of 
a merger involving drugs 
group Astra. 

The shares shot up to a 
peak of SKri.52, but settled 
back to dose SKrS higher on 
the day at SKrl48, as the 
cancellation of a planned 
meeting with analysts set 
the stories running. 

The company refased to 
comment on the merger 
rumours, or a suggestion 
that the group’s chief execu- 
tive Hakan Mogren was 
about to resign. 

Last week, Astra also 
declined to comment on 
rumours that either 
Germany's Sobering or Sche- 
ring-Plough of the US were 
eyeing the company. 

The general index lost 
2538 to 3,16733. 

WARSAW called a halt to 
a three-day 7.4 per emit slide 
and the Wig index dosed vir- 
tually flat, 23.1 higher at 
11348.0. 

Among the day’s active 
issues, Cement maker Gor- 
azdze shot up 14.90 zlotys to 
59 zlotys after its majority 
shareholder, Belgium's CBR, 
made a bid for the shares it 
di d not already own. 

ZEW, the electrode maker, 
put on 420 zlotys to 4620 
zlotys on news that SGL Car- 
bon of Germany was consid- 
ering taking a majority 
stake. 

Morgan, Jeffrey Brawn, Michael 
Peel and Petr IUL 


Nearly 18 months after the 
global decline in emerging 
markets began, a chill wind 
has finally started blowing 
through sub-Sahara Africa. 

Although South Africa, by 
far the continent’s largest 
market, fallowed the trend 
in other em er ging markets, 
much of the region was 
shielded from the worst of 
the downturn and continued 
to attract buyers for a sub- 
stantial part of this year. 

According to Standard 
Bank in London, the stock 
exchange index in Ghana 
more than doubled in US 
dollar terms in March. Sev- 
eral US buyers made their 
debuts on the market follow- 
ing a visit by President Bill 
Clinton that month. 

Derek Hammond at broker 
T. Hoare&Co said: "The 
market has been reflecting 
the fact that the government 
has managed . to get to grips 
with the economy.*’ 
Botswana was another 
strong performer, up 31.1 per 
cent at its peak, while Mau- 
ritius showed an annual 
gain of 18.8 per cent in 
August. - 

Buyers were also attracted 
to the new regional market 
serving the former French 
colonies in West Africa, 
which opened in the Ivory 
Coast capital, Abidjan, in 
September. 

On the downside, political 
and economic uncertainty 
overhang Kenya and 
Nigeria, while Zimbabwe, 
one of the best performing 
emerging markets in 1996, 
saw another decline this 
year. 

Failure to privatise Zam- 
bia Consolidated Copper 
Mines knocked confidence in 
that country’s market, while 
local currency depreciation 
in Malawi hit dollar returns 
from its bourse. 

Christopher Hartland-Peel 
at Standard Bank believes 
“high profitability, low debt 
levels, good management at 
the listed companies and, 
with one or two exceptions, 
a generally strong hanking 
sector” explain the relative 
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strength of the region for 
much of the year. 

Sentiment changed In 
second half and the lae^r’ . 
quarter saw increased saH>A : 
ing. By the end at Nove®. 
her, Ghana’s gains bad been 
cut to 452 per cent while 
Botswana's slowed to 19,4 
per cent. 

Profit-taking has been 
partly blamed for the 
retreat, but there has also 
been a worsening of senti- 
ment in emerging markets. 

Jenni Chamberlin at HSBC 
also points out that the 
strong advances seen in sev- 
eral markets in the first half 
boosted the weightings of 
some index funds beyond 
their Intended ceilings for 
the region. Dealers said this 
had prompted a sell-off. 

In spite of that decline, the 
region remains ahead of the 
sector. Figures up to the eak 
of November from Standard.? 1 
Bank show sub-Sahari: 
equity markets, excluding . 
South Africa, have declined ” 
13.9 per cent since the begin- 
ing of the year. The Morgan 
Stanley Capital International 
emerging markets index fell 
24 per cent in the same 
period, and the IFC emerg- 
ing markets global index 
declined 21.4 per cent 

jenni Chamberlin at HSBC 
said: “I remain positive cm 
the region, but great care 
has to be taken with stock 
selection.” 

Joel Kibazo 


But as one broker said: 

"There have been last-min- 
ute hitches before ." 

MEXICO CITY was little 
changed in early trading, 
with the IPC index improv- 
ing 7.49 to 3,75637. 

Bank stocks found favour cm mi apripa 3-9 to 5,391.6. Financials 

in active trading amid talk dipped 0.4 per cent to 8363.4 


Bank rate cuts fail to cheer 


that a solution was immi- 
nent to the scandal-driven 
difficulties confronting the 
sector. Ban comer, for exam- 
ple, rose 16 centavos to 2.07 
pesos and Banamex gained 
36 centavos to 13.04 pesos. 


Johannesburg ended little 
changed on a day of mixed 
trading, during which a 
round of interest rate cuts 
by the leading banks foiled 
to cheer the market 
The all share index eased 


and golds gave up 32 per 
cent at 946- Industrials 
stayed positive, adding 0.6 
per cent at 6,0743. 

Among the day’s more 
active stocks, Sasol rose R2 
to R24. 


Nikkei halts its losing streak 


ASIA PACIFIC 


The benchmark TOKYO 
index rose for the first time 
in four days of trading, but 
volumes were muted and the 
market lacked direction. 
writes Paul Abrahams. 

The Nikkei 225 rose 15121 
or 1.02 per cent to 14386.62 
after trading between 15,011 
and 14,781. The recovery was 
broadly based, with the mare 
representative weighted Nik- 
kei 300 Index up 0.4 per cent 
or 0.89 at 228,78, and the 
Topix Index of all first-sec- 
tion shares up 439 or 0.4 per 
cent at 1.147. 

Volume was just 311m 
shares, but the momentum 
was reasonably strong, with 
743 shares up. 418 down and 
135 unchanged. 

Technology stocks rose on 
the back of Wall Street’s 
overnight rise and hopes for 
restructuring. Toshiba was 
the second most traded 
stock, up Y20 at Y7QQ. 
Hitachi rose Y20 to Y750 
despite reported problems 
with a recently upgraded 
system at the Tokyo stock 
exchange, and Fujitsu was 
up Y23 at Yl.436. 

Shares in Fuji Heavy 
Industry were hit by news 
that the group's chairman 
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had been arrested In connec- 
tion with a bribery scandaL 
The stock fell Y7 to Y597 in 
heavy trading. 

Takefuji, the consumer 
credit group, started trading 
on the first section of the 
exchange and jumped from 
its over-the-counter price of 
Y8340 to Y9.450. 

NTT, whose management 
is marketing the fourth: 
tranche of the group’s priva- 
tisation, fell Y21.000 to 
Y910.000. Despite heavy sell- 
ing by retail investors, NTT 
DoCoMo, its recently floated 
mobile telecoms subsidiary, 
continued its rise, up YiQ.000 
to Y436m. 


SEOUL ended little 
changed, but the day pro- 
duced a number of sharp 
price movements. 

Among techs, Samsung 
Electronics gained Wonl.500 
at WOD64.000 and Daewoo 
Electronics, driven by talk of 
restructuring, shot ahead by 
Won405 or 113 per cent to 
Won331S. The Kospi index 
ended up 039 at 44635. 

BANGKOK moved lower 
for a fifth day with the SET 
index off 13.CM at 343.12 on 
investor worries that politi- 
cal enthusiasm for economic 
reform is starting to fade. 

Banks fen steeply. Bang- 
kok Bank lost Bt330 to Bt47 
and Thai Farmers B£2.75 to 
Bt4825. The sector index 
shed 73 per cent 

SYDNEY celebrated a cen- 
tral bank cut in interest 
rates by rising 262 to 2,761.0 
on the All Ordinaries index. 
A number of leading shares 
rose to fresh peaks and the 
retail sector came in for 
renewed buying. Lend Lease 
gained 85 cents to AS19.90 
and Brambles 59 cents to 
AS39.79. 

JAKARTA rose sharply 
despite continued civil 
unrest, although deale-s said 
the government had sup- 
ported the market by buying 


blue-chip state stocks. The 
composite index jumped 923 
or 2.4 per cent to 39636. 

Two partially privatised 
companies rose an interest 
from domestic and overseas 
investors. Telekomunikasi 
Indonesia, the telephone util- 
ity, surged Rpl2S or 42 per 
cent to Rp222S, while Indon- 
esia Satellite, the operator of 
international calls, put on 
Rp450 or 42 per cent to close 
at Rpll200. The companies 
together account for 22 per 
cent of the market's capital- 
isation. 

Brokers said investors had 
been encouraged by the 
steadiness of the rupiah and 
further Indications that 
Interest rates would fall. 

MANILA fell for the sec- 
ond session running as 
investors continued to take 
profits. The composite Index 
closed 35.79 or 1.9 per cent 
lower at 1386.0, adding to 
Tuesday’s 2.7 per cent foH. 
The exchange had climbed 
20.7 per cent in the previous 
13 days' trading. 

Losers included Philippine 
Long Distance Telephone, 
Ayala Land, the property 
developer, Manila Electric, 
the power distributor, and 
Metropolitan Bank and 
Trust 
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As a leading fixed income house, WestLB is the largest issuer of bank bonds in Germany. 

□ DM 34.1 billion in new issues of WestLB-Bonds in 1997 □ DM 154.4 billion in WestLB- Bonds outstanding 

Our worldwide experience makes us a reliable partner in international fixed income business. 

We_ offer in all relevant maturities: 

□ Offentliche Pfandbriefe - AAA (Standard & Poor's) P Jumbo Pfandbriefe - AAA (Standard & Poor's) 
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be a turning point 


Turkey has so far escaped the worst of the 
emerging markets turmoil. But despite earning the 
praise of the IMF for its skilf in ‘adapting to 
changed circumstances', it is not out of danger 
yet. In 1999, growth and the pace of reform both 
look set to slow. Reports by Leyta Boulton 
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partner of the leading west- 
ern powers. 

Three-quarters of a cen- 
tury later. Turkey has the 
second-largest army In Nato 
after the US and an impres- 
sive private sector economy 
operated by a well-educated 
middle class and a skilled 
labour force. 

Ranked 27th in the world 
in terms of gross national 
product, Turkey is, however. 

,/Slso the only big market 
suffer from 
inflation in spite 
defied all 
odds by growing at 6 per 
cent a year. While it was one 
of the first developing coun- 
tries to liberalise trade in 
the 29805, it was one of the 
last in seriously beginning to 
privatise Its large state-con- 
trolled sector little over a 
year ago. 

An overblown bureaucracy 
and state control of the econ- - 
omy have fed corruption and 
organised crime. “The state 
is corrupted because every-. 
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explains one unusually can- 
did Turkish banker. 

Before it fell last week, the 

Coalition gover nmen t of 
Mesut Yilrnaz, the cenlre- 
rlght prime minister, marie 
rare progress not only by 
reducing inflation but also 
in tackling overdue struc- 
tural reforms. A new tax law 
which it steered through 
parliament is expected to 
significantly increase gov- 
ernment revenues. It priva- 
tised dozens of state-owned 
enterprises before the pro- 
gramme ground to a halt 
under the weight of the 
emerging markets crisis and 
corruption scandals at home. 

. The government also con- 
cluded an agreement with 
the International Monetary 
Fund designed to monitor its 
economic progress and 
Improve a credit rating 
which until three months 
ago was lower than Russia's. 

In 1999, however, both 
growth and the pace of 
reform look set to slow; Elec- 
tions scheduled for April 18 
are likely to follow a period 
of rudderless government 
following the loss of office 
by Mr Yilrnaz. accused by 
his political opponents of 
improperly intervening in a 
bank sell-off involving an 
alleged' mafia godfather. The 
outcome of the elections, in 
which the Islamist Faztiet 


body • needs -It to be," . (Virtue) party could win the 


' largest share of the votes, is 
. .even , nmre uncertain. 

“There is a danger that 
1999 will become a lost year 
for Turkey," warns Percy 
Bamevfk, the chairman of 
Sweden's Investor group 
who takes a keen interest in 
this nation of fiftm “inflation 
is an obstacle to Turkey's 
full membership of the Euro- 
pean Union and the level of 
foreign direct investment 
-that Turkey deserves. If 
Argentina and Brazil were 
able to bring Inflation down 
to single digits, t*m sure Tur- 
key can do it too.” 

Most political parties, 
including Fazilet, say they 
want lower inflation and 
more privatisation. 

Partly thanks to its 
reduced exposure to foreign 
capital, but also to its policy 
of not pegging its currency 
to the dollar, Turkey has 
escaped the worst of the 
emerging markets turmoil so 
far. But despite earning the 
praise of the IMF for its skill 
in “adapting to nbang gri cir- 
cumstances”, Turkey is not 
out of danger yet, prompting 
the IMF to caD for “further 
vigilance”. 

Prospects for further vig- 
orous reform to help fend off 
further external .shocks 
remain unclear, however, 
because of the political 
uncertainty. 

- As Gazi Erpel, governor of 


the Turkish central bank, 
put it recently; “An even 
stronger commitment to 
sound macroeconomic poli- 
cies together with structural 
reforms and more active use 
of monetary policy would 
increase the economy’s abil- 
ity to weather adverse exter- 
nal developments. It would 
also force the international 
market place to become 
more serious about differen- 
tiating between us among 
the other [emerging mar- 
kets].” 

Yet Mr Erpei already sees 
some “green lights" for 
Turkey in the international 
market place. Last month. 
Turkey was one of three 
emerging markets -together 
with Brazil and Argentina 
- to successfully tap 
international capital 
markets with a DMGOOm 
eurobond issue. It also 
stands a good chance of 
receiving a share of the 
international funds. 


earmarked by the IMF to 
help deserving emerging 
markets stave off contagion 
from less healthy economies. 

Turkey wants external 
financing of this kind to help 
it convert more of its 
expensive domestic debt Into 
cheaper foreign loans. 

An improvement in 
Turkey's relationship with 
the EU, the country’s biggest 
trading partner, has been 
an other qualified success In 
the international arena. This 
will speed progress in 
deepening a customs union 
that will eventually absorb 
Turkey into a single free 
trade zone with the EU. 

The EU is expected to free 
long-delayed aid funds 
designed to ease the 
necessary adjustments for 
Turkey. Earlier this year, it 
softened a controversial 
decision ranking Turkey's 
membership application 
beneath that of less 
developed .eastern European 


economies such as Bulgaria. 

But the bitter dispute 
which erupted last month 
over Italy’s failure to 
extradite Abdullah Oc alan, 
leader of the Kurdish PKK 
guerrilla group, to Turkey, 
shows just how fragile 
Ankara’s relations with the 
EU remain. 

Turkey’s defensiveness in 
foreign policy is also a 
symptom of a wider malaise 
in its political system, which 
is too weak for a more 
long-term approach to either 
domestic problems or 
tensions with the outside 
world. 

Zshak Alston, veteran 
chairman of Alarfco Holding, 
a construction and heating 
conglomerate, says the thne 
is ripe for politicians to 
adopt a more humble 
attitude to the world. 

“During the early years of 
Ataturk’s republic, there 
was a need to give the 
nation confidence by 


launching slogans such as 
One Turk is Worth the 
World. If you try to sell that 
mentality in the year 2000, 
when one Norwegian Is 
worth IS Turks in GDP 
terms, you get nothing but 
laughter”. 

Yet this anniversary year 
may also prove a 
turning-point to- Turkey. 

Many Turks hope that 
recent scandals over 
corruption and mafia 
involvement in privatisation 
- based on new evidence of 
links between business, 
government, and organised 
crime - may prove a catalyst 
for an Kalian-style dpanfimg 
operation and perhaps even 
political reform. Husnu 
Ozyegin, the founder and 
chair man of ETnausbank, a 
relatively young middle-tier 
bank, says the way in which 
“these things are discussed 
in the biwBii and prompting 
resignations of ministers 
shows that democracy is 


working in this country". 

A more discriminating 
approach by investors to 
emerging markets in an 
integrated world economy 
also turns up the pressure 
on Turkish politicians to 
remove handicaps for 
companies at home as they 
increasingly venture on to 
world markets. 

Many believe the country's 
salvation lies in the coming 
to power of a younger, 
better-educated generation 
which is already taking over 
the running of the private 
sector from older more 
traditional managers. 

“This transformation is 
already well under way in 
business and wih happen in 
politics and the rest of 
society,” says one western 
banker . “Turkey is a young 
democracy, like a teenager 
malting all the mistakes you 
would expect him to make, 
it’s wild and energetic but 
still immature." 
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When business comes 
to Turkey, 

banking comes to Iktisat. 


US $ Millions 

June 30, *98 June 30, ‘97 

Income before taxes 



and provisions 

92.4 

36.3 

Shareholders* equity 

158.8 

105.3 

Deposits 

654 A 

488.4 

Loans 

508.4 

429.1 

Total Assets 

1337.4 

963.0 


The Turkish Lira equivalent of the above figures have been reviewed by 
KPMG Cevder Suner in compliance with International Accounting Standards 
(IAS). Our strong capital base contributed to a Cooke Ratio of 17.4 % as of 
June 30, 199S. 

In a global economy, the demands of foreign trade finance require a reliable 
partner. A partner with the competence, experience and imagination to find 
the right solution For your opportunity. 

As Turkey's full service merchant banking group, Iktisat has the resources, 
professional organization and technology to make fast, informed decisions to 
meet your trade finance needs. 

And people with the commitment to building relationships that lead to 
success. 


IKTISAT 

BAfKASI 

Trade Finance Since 1927 



Please call Mr. Roy Gevrek, A.G.M. Internationa] Banking 

Head Office ; Buyukdere Cad. No. 165 Esentepe, 80504/1 stanbul 
Tel ; (90) (212) 274 1 1 11 Fax ; (90) (212) 274 70 28 
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THE ECONOMY 


Markets crisis underlined vulnerability 


Turkey’s main economic problems remain 
high inflation and unsound public finances 


The emerging markets crisis 
has represented something 
of a moment or truth for 
Turkey. 

Although Turkey is one of 
the oldest and most 
advanced emerging markets, 
the International turmoil 
tarred it with the same 
brush as market economies 
which were far less devel- 
oped. When the crisis hit 
neighbouring Russia, the Ist- 
anbul stock exchange lost 55 
per cent of its value between 
August and September. Trea- 
sury bill rates which had 
fallen to 75 per cent in July 
jumped to 140 per cent 
- translating into a real 
interest rate of 50 per cent 

Before that, Turkey was 
being overtaken in the race 
to join the European Union 
by more recent east Euro- 
pean applicants. It even had 
a lower credit rating than 
Russia until Moscow 
defaulted on its debts as Tur- 
key continued to meet its 
obligations without a hitch . 

In the past month. Inves- 
tors have begun to retreat 
from generalised panic over 
emerging markets and are 
taking a more discriminat- 
ing approach towards the 
stronger economies. But the 
crisis underlined just bow 
vulnerable Turkey remains 


to external shocks until it 
fixes domestic handicaps 
which keep its cost of bor- 
rowing high and obscure its 
attractions Tor potential 
investors. 

The handicaps include 
high inflation, a lack or 
long-term finance for compa- 
nies, which are crowded out 
of domestic capital markets 
by government borrowing, 
and slow progress in tack- 
ling structural problems 
ranging from privatisation 
to a social security system 
the country cannot aiTord. 
Inflation In turn has contrib- 
uted to social tensions by 
making most Turks poorer. 
A weak political system 
means that politicians are 
often driven by short-term 
considerations, a trend the 
government or Mesut Yilmaz 
sought to buck. 

It reduced consumer price 
inflation from 93.2 per cent 
in October 1997 to 76.6 per 
cent two months ago. Whole- 
sale Inflation was down from 
87J> per cent to 62 per cent 
over the same period. Tur- 
key achieved a primary bud- 
get surplus of 4.6 per cent 
this year from zero the year 
before. 

Charles Blitzer. director of 
emerging markets research 
at Donaldson. Lufkin & Jen- 


rette, says: “Turkey has 
been one of the hardest 
emerging markets to under- 
stand largely because of its 
bigh inflation and also 
because of political noise 
which together have painted 
it as unstable politically and 
macroeconomically. 

“Yet the political turmoil 
in Turkey is more apparent 
than real and changes In 
government have not led to 
substantial changes in eco- 
nomic policy. Very strong 
growth has been fuelled by 
the private sector." 

Turkey's main asset is a 
dynamic private sector econ- 
omy which is increasingly 
able to compete on world 
markets. David Edgerly, 
head of the Istanbul office of 
Alliance Capital, a US fund 
manag w, believes that Turk- 
ish entrepreneurs are In an 
ideal position to benefit from 
the international turmoil 
because “they are masters at 
situations that change 180 
degrees overnight”. 

Yilmaz Argfiden, chairman 
of Erdemir-Arge, Turkey's 
biggest steel producer which 
is also a candidate for priva- 
tisation. notes that the coun- 
try “is not a typical emerg- 
ing market” In that it is 
much less leveraged and 
therefore more resilient to 
external shocks. Its ratio of 
private sector borrowing to 
total borrowing is 1.5 per 
cent, compared to 33 per 


cent for Malaysia. The cur- 
rent account deficit remains 
manageable at $3.5bn. or at 
around 1.5 per cent of gross 
domestic product Even after 
86bn in hot money left Tur- 
key in the wake of Russia's 
financial meltdown, central 
bank reserves stabilised at 
about $22 bo. Skilled manage- 
ment of the exchange rate 

Most Turkish 
politicians agree 
that bringing 
down inflation 
must be a 
national priority 


- Turkish exports have 
remained competitive 
because the lira has not been 
pegged to the dollar - also 
helps to explain why Turkey 
managed until recently to 
grow at 6 per cent a year in 
spite of its high inflation, 
even though economists are 
quick to point out that the 
country could have grown 
even faster if inflation had 
been lower. 

Ajay Chhibber, the World 
Bank director In Ankara, 
argues in a paper* published 
next week that “Turkey 
could have easily moved 


towards the explosive 
growth rates seen in coun- 
tries like Korea if inflation 
had bees brought below- 30 
per cent and Turkey’s public 
finances had been used to 
generate growth rather than 
repay expensive domestic 
debt.” 

Turkey’s main economic 
problems remain high infla- 
tion and unsound public 
finances. Most Turkish poli- 
ticians agree that bringing 
down inflation must be a 
national priority although 
few are prepared to stomach 
tough measures to achieve 
this. A natio na l 
favours a policy of gradual 
disinflation adopted by the 
government, hr the mean- 
time, the expected slowdown 
in the economy In 1999 has 
prompted the government to 
revise its 1999 growth target 
to three per cent from 425 per 
cent. Its inflation goal for 
next year has been raised to 
35 per cent from 20 per cent 

Although the government 
also achieved a primary bud- 
get surplus of 4.6 per cent 
ttiig year up from none at aH 
the previous year, the con- 
solidated budget deficit 
remains above 7 per cent of 
GDP because of interest pay- 
ments. 

An immediate challenge 
faring Turkey is to try to 
convert more of its expen- 
sive domestic debt to 
cheaper foreign loans. Mr 


Chhibber notes a "huge 
anomaly” in the overall debt 
picture: the government 
pays the equivalent- of 12-13 
per cent of gross national 
product servicing a domestic 
debt which represents 25 per 
cent of GNP. It pays the 
equivalent of just 2 to 3 per 
cent of GNP in servicing a 
foreign public debt which Is 
equal to 35 per cent of GNP. 

Turkey's successful return 
to international capital mar- 
kets last mouth gives the 
. authorities some hope that 
they wifi he able to borrow 
more money from abroad in 
fixture. 

Observers and Turkish 
officials also hope for a 
resumption of funds from 
privatisation next year after 
an ambitious programme 
ground to a halt earlier this 
year under the twin . impact 
of the emerging markets cri- 
sis and allegations the gov- 
ernment acted improperly in 
the S600m sell-off of Turk 
Tlcaret bank. 

Muharrem Kay h an, the 
head of Tusiad, Turkey's 
business confederation, is 
not alone in identifying 
reform of the state pension 
system as the single most 
Important remaining struc- 
tural-challenge. 

Be describes as “economic 
suicide” a retirement age set 
at 38 for women and 42 for 
nun. He reckons that raising 
the eligible age for a state 






Istanbul street vendor: inflation has cotrtributsd to sods! tensions 


by making most TUrks poorer 

pension to 55 for women and 
60 for men would save Tur- 
key S60bn over the next 12 
years. Currently the system 
makes a SSbn a year contri- 
bution to the budget deficit. 

He complained however 
that politicians are reluctant 
to take on the problem 
because of “an inexplicable 
fear that this will cost votes 
although somebody is going 
to make S60bn and those 
funds will be used in Tur- 
key". 

Given the country's poten- 
tial and problems, it is not 
hard to understand why 


AP 

most observers say they are 
optimistic about Turkey's 
prospects in the long-term 
and pessimistic in the short 
term. 

“Turkey is virgin terri- 
tory.” says Mr Edgerly of 
Alliance Capital. “Nobody 
has been here before. It's 
very hard to find a good deal 
in say Spain or Portugal. 
Sooner or later you will find 
a rash of transactions here." 
* Emerging Turkey 1999 to be 
published by Oxford Business 
Group £9.99 Telephone: Lon- 
don *-14 (0)171 616 6430 or fax 
+44 (0)171 616 8421. 
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BANKING 


Overcrowded sector ripe for restructuring 

Changes long overdue could be precipitated by disinflation and the squeeze on foreign lending to banks in emerging markets 


FINANCIAL TIMES SURVEYS 

GENERAL INFORMATION 


There are many distortions 
in Turkey's overcrowded 
banking sector. 

Interest rates are around 
140 per cent although Infla- 
tion Is just 80 per cent 

The eight largest of a total 
of 75 banks account for 60 
per cent of the industry's 
assets, while an unidentified 
12 or so hanks representing 
about 5 per cent of the sector 
are under central bank 
supervision. 

As the country's biggest 
borrower, the government is 
crowding out finance for the 


real economy while perpet- 
uating the ill-health of state- 
owned banks which provide 
subsidised loans to every- 
thing from agriculture to 
small business. 

Much needed privatisation 
or state-owned institutions 
has started at last but 
allegations in recent weeks 
of mafia involvement in a 
couple of bank sales has put 
further sell-offs on hold. 

Following the successful 
inroads made by tbe 
government of Mesut 
Yilmaz, prime minister, into 


inflation - which had 
previously shown signs of 
being stuck at around 100 
per cent - some banking 
experts believe a 

restructuring of the sector is 
long overdue. 

Such change could be 
precipitated by a 

combination of disinflation 
and the recent squeeze on 
foreign lending to banks in 
emerging markets. 

John McCarthy, head of 
ING Barings in Istanbul, 
believes Brazil's victory in 
the early 1990s over 


double-digit inflation offers 
an illustration of what 
Turkey could achieve if its 
anti-inflation campaign 
continues. 

“There were many 
middle-sized banks in Brazil 
that could no longer make it 
in a deflationary 
environment because they 
were In the business to buy 
government paper." he says. 

“They weren't performing 
tbe intermediation role a 
bank normally performs, so 
when deflation hit we saw 
liquidations and 


Who did 


the first 

multi-currency check receivable 

securitization deal in the world? 



The right choice is “d"; which should read “a global bank in Turkey". The bank which issued 
rhe first 144A Eurobond, the first !FC B Type Securitized Loan application and rhe first US 
Commercial Paper from Turkey. Garanti Bank in short. Wouldn't you invest in a bank, 
where all the benchmark transactions come from? 
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bankruptcies.” 
Re s tructu ri ng of the banking 
sector would be part of a 
virtuous circle because a 
lowering of Inflation would 
also imply a reduction in 
government borrowing, 
freeing funds for the read 
economy. 

“The government is 
competing with the private 
sector for finance," 
complains Kenan Ko?, 
general manager of Edip, a 
yarn manufacturer with 
annual turnover of DM50m. 

“If the government is 
paying 130 to 140 per cent a 
year, you cannot finance 
yourself at lower rates. 

“This problem has existed 
for three or four years hut 
before Ithe emerging 
markets crisis] there was 
money coring from [banks 
in] Europe so it could be 
directed to the real sector. 
Now even that has stopped." 

Erhan ErsOz left a secure 
banking career as head of 
treasury at an Istanbul 
investment bank last 
summer to set up a 
consultancy specifically 
geared to advise on mergers 
and rationalisation in the 
industry. 

But opinion varies as to 
how long Mr Ersdz may have 
to wait for his business to 
take off. He expects 80 per 
cent of banks to see “radical 
changes in their shareholder 
structures" In the next two 
years. 

Other bankers remain 
sceptical that change will 
occur quickly or at afi. “If 
we were living In another 
country, logically I would 
say there will be 
consolidation," says HOsnfl 
Ozyegin, chairman and 
founder of Finansbank, a 
middl e-tier bank. 

“But Turkey is the only 
country where a banking 
licence is worth 60 to 100 
million dollars, so things 
may work out differently 
here. There are a lot of small 
but very healthy 
banks . . . Yet tbe fact that 20 
banks have gone Into retail 
business in the past two 
years is a threat for the 
whole industry including the 
big banks.” 

Gazi Expel. Turkey's 
Bmooth-ta&diig central bank 
governor, argues that 
restructuring will be so 
gradual as to be undrama tic. 

The disinflation process 
should be gradual so the 
banking system and the real 
sector will have a chance to 
adapt over the years." 

He adds, however “If you 
look at banks’ .balance 
sheets, tbe maturities of 
their assets and liabilities 
are very short so they can 
adapt very quickly." 

The International 
Monetary Fund, which has 
Just begun monitoring the 
Turkish economy on a 
regular basis, sounded alarm 
bells on two fronts In a first 
report in October. 

It warned against the 
distorting" effects on tbe 
banking system of large 
state-owned banks such as 
Ziraat and Halt, which 
provide artificially cheap 
loans to agriculture and 
small business. 

It also cautioned against 
Turkish banks' over-reliance 
on risky' foreign exchange 


operations. In anticipation of 
change, whether slow or 
fast, some of the more 
for-righted institutions have 
already begun cutting then- 
costs and trying to develop 
market niches outside the 
more . obvious feeding 
troughs for Turkish banking. 
The reason for this, says 
Isak Antika, managing 
director of Chase Manhattan 
Bank in Turkey, the 
country’s biggest 
fordgn-owned bank, is that 
“banks will have to find a 
better reason for existing 
than simple trading room 
operations". 

HtLsn.0. Akhan, president 
and chief executive of 
Korfezbank, another 
middle-tier institution, says 
it has been moving to build 
up its loan portfolio at the 
expense of the lucrative but 
more short-term business of 
lending to the government 

The ratio of profits from 
lending to total profits Is 
already up to 29 per cent 
from 18 per cent a year ago. 

“We are doing it on the 
understanding that once we 
do it much of our resources 
will be allocated to customer 
business and we are giving 
up some of the profits that 
would come from investing 
in T-biHs," says Mr Akhan. 


FT Surveys 

One Southwark Bridge 
London SE1 9HL 
Tel +44 (0) 171 873 4090 

Fax +44 (0) 171 873 3197; e-mail: ft.sureeysiWt.com 

SURVEYS PROGRAMME AND INDEX 
Surveys are published most days of the week with the FT. 
Topics Include financial markets, global industries, business 
management and developed and emerging countries. A list of 
the following week's surveys is published every Monday In the 
Guide to the Week on the back page of Section Two of the 
Financial Times. 

□ For details of forthcoming surveys or a list of pest surveys, 
consult the FT Web site htt^/www.FT.com/newspaper/ 
services-htm. 

Customer service is available In the event of dffflcutttes on 
0171 873 4848 

Alternatively, you may call the FT Fax-U-Back service. 

□ Forthcoming surveys programme: 0990 209 908. 

□ Past surveys Index; 0990 209 907 

(Callers outside the UK dial exit code + 44 990 209 908). 

□ Back Numbers 

Back numbers can be obtained by calling +44 (0)171 873 
3324. 


TURKEY: THE INSIDE TRACK 

Developing and maintaining hunne-u in Turley is straightforward fur those 
who choose the inside track. Miiaj can introduce you to Turkish commerce, 
help to establish your business, process a.«ri jnd encouragement permits 
ease impo nation procedures and watch over your interests. For those 
already cm the track, its our too lute to move tn the inside bine. 

To make uire of your place on the inside track, call Scrap in Ankara nr 
Chris in England: 

MIRAJ DanismanUk Uialu *r ibracat ,llt , Sd 
Orvcrm Sokak 16/11. Dembiepe/Ankani 06570, Thrkey 
Td: +90 5J2 436 8308. Fa* +90 312 231 5336. email: 

UK rrpresrauiivr: Prolog Solutions 
Td *44 181 399 6500. Fane +44 181 390 83U. 

e-mail: db.prpragg'dU.ptpexamn 
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Sabanci holds the 


H you're considering trade-related links with 
Turkey, then we have the key to a profitable 
and vibrant future for your busine ss . 

London-based Sabanci Bank pic is part of the 
Sabanci Group ■ among the world’s largest 
Industrial and commercial conglomerates that 
also owns Akbank - one of the best capitalised 
banks In the private sector In Turkey. 

Sabanci Bank has the right connections in both 
Turkey and the EU to ensure that complex 
deals are handled with seamless ease. 

So if your business future is In Turkey, 
we have the key. 


KEY 

to business with Turkey 


For further details, please contact Denis Long 
General Manager. 

Sahara Bank ptc 

10 Finsbury Square 

London EC2A 1HE 

Tela phone: +44 (Q) 171 628 3844 

Fax: *44 ( 0 ) 171 8382037 

Telex: 8955838 AKIL G 

E-maH: genmgtttaaband-bank.co.uk 

Http: •'Aww.sabancJ-bank.co.uk 
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THE STOCK EXCHANGE 


Still 



stars 





An ambitious privatisation programme has been stalled by the economic crisis and domestic scandals 
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The starry dome which 
greets visitors to Turkey’s 
lavish new stock rocrhang o 
In Istanbul suggests that the 

sky is the limit for this 12- 
year-old market's ambitions. 

Before the emerging mar- 
kets crisis brake earlier + h * g 
year, the Tu rkish stock mar- 
ket in 1997 rewarded inves- 
tors with the world’s second 
highest rate of return after 
Russia. 

But, while losing $5 per 
cent of its value from 
August to September under 
the impact of Russia’s subse- 
quent economic meltdown, 
the Istanbul stock exchange 
maintained a high level of 
liquidity. 

Exchange officials and 
market participants are keen 
to emphasise that net sales 
and purchases by foreign 
investors amounted to just 
$500m of total holdings now 
worth. $3bn, down from $6bn 
before the crisis. 

Although he believes the 
market was overdue for a 
correction with price-earn- 
ings ratios of 23 at its peak, 
Httseyin Erkan, executive 
vice-chairman at the 
exchange, says: “The sud- 
denness of the drop can be 
explained by psychological 
rather than macro-economic 
factors.” 

The exchange is so confi- 
dent of the efficiency of its 
settlements system that it is 
proposing to trade securities 
from less-developed markets . 
in eastern Europe, central 
Asia and the Middle East in 
a so-called “international 
securities free zone”. 

But, despite its fast growth 


since its birth in 1986 to 
daily trading, the market 
remains small compared 
with its potential. ' 

With inflation hovering at 
double-digit levels fh»t have 
gone out of fasbfaw in mn«t 
other parts of the world, 
shares held by Turkish 
investors account for only 
S3bn of total savings of 
SISCbn. The rest of the 
nation’s savings an kept in. 
bank accounts or under mat- 
tresses in the form of gold, 
jewellery and foreign cur- 
rency. And these proportions 
are unlikely to change, says 
Mr Erkan, until the Inflation 
rate comes down and draft 
measures to protect the 
rights of small investors are 
pot in place. 

“Imagine 100 per cent 
interest rates and yields of 
34 per cent,” he says. “Why 
would you come to the stock 
exchange? Nobody’s going to 
wait for 25 years in this 
country [to realise long-term 
gains].’' ‘ 

Mebmet Sami, vice-presi- 
dent at Ata Invest a Turkish 
brokerage, says: “The only 
bad thing you /-an say about 
toe TnaTirgt is that there is 
insider trading [even 
though] it Is relatively well 
handled and there are laws 
and regulations to atop it 
happening.” This, together 
with high - inflation, is what 
helps to make the market 
more volatile as Turkish 
investors seek to cash in on 
short-tram price movements. 

The market’s 15 per cent 
plunge in response to the 
publication of corruption 
allegations against' Mesut 



Mas u t YBima; comption aBegatkxw hft maricat 


Yihnaz, toe outgoing prime 
minister, was. a «*ia«rto fflus- 
tratum of that volatility. But 
the news that drives the 
market is sometimes less 
transparent. 

“The quality of the compa- 
nies- is good and so is analyst 
coverage,” says one western 
trader who specialises in 
Turkish equities. “But Tur- 
key does not trade on funda- 
mentals. but on news. 

“You need access to Tniis 
who give you the right kind 
of new. otherwise you get 
tafrwn unawares.” 

Mr Erkan reports that 
Turkish shareholders trade 
10 trnipw as often as foreign 
Investors even though they 
own the same, amount of. 
stock. Meanwhile, only 121 
of the country’s 500 biggest 
«mipgttiPK are traded an the 
exchange, with : medium- 
sized groups accounting far 


the remaining 157 stocks 
listed. 

For many Turkish compa- 
nies the advantages of being 
privately held, such as lesser 
transparency, outweigh the 
benefits of going public and 
raising money more cheaply 
than borrowing at interest 
rates now at 180-140 per cent. 

An ambttiops priv ati sation 
programme, in which one 
flotation alone - Turk Tele- 
kom— could double the mar- 
ket’s volume, has been stal- 
led by the combination of 
international economic crisis 
and domestic corruption 
scandals. 

. Yet the signs are that 
change, albeit slow, will con- 
tinue on all fronts. In the 
past 16 mont hs the coalition 
government of Mr Yflinaz 
has lowered wholesale price 
infla tion down to 60 per cent 
from 90 per cent. 


A further gradual reduc- 
tion in inflation and more 
privatisation remain the 
acclaimed goals of most par- 
ties competing for power In 
general elections due early 
next year. 

Investor protection legisla- 
tion h* g been submitted 
to parliament by toe govern- 
ment and, Althou gh [t may 
not be passed before the 
elections, it too is likely to 
reappear on the parliamen- 
tary agenda next year. 

Amendments to capital 
markets law would set op an 
Investor protection fund to 
guarantee investors’ savings 
if brokerages were to col- 
lapse as 12 of them did in 
Turkey’s home-grown finan- 
cial crisis of 1994. 

It would also provide for 
the immwHifttP liq uidation o £ 
brokerages’ financial assets 
in the event of bankruptcy 
in order to avoid the long- 
drawn court proceedings of 
the sort that have so for 
foiled to recompense inves- 
tors hurt by 1994 brokerage 
failures. 

Mr Erkan sees toe lack of 
a repeat this year of any of 
the dramatic events of 1994 
as a sign of bow much stran- 
ger the regulatory system 
has become In just a few 
years. 

On the corporate front, 
more and more Tur kish com- 
panies are coming round to 
the view that the advantages 
of going public outweigh the 
disadvantages, particularly 
as a younger- generation of 
professional managers takes 
over the running of old-style 
family -run businesses. 


ENERGY 


Archaic legal system 
delays sell-offs 

Demand has grown nearly four times as fast as in the EU and 
privatisation is seen as the way to satisfy it 


As Europe’s fastest growing 
energy market, Turkey can 
be compared to a glass that 
is half empty in the short 
term and hyif full in the long 
term. 

On paper it is a most 
attractive place far market 
participants. Apart from 
Straddling crucial energy 
supply routes between 
Europe, the Middle East and 
the former Commonwealth 
of Independent States, Tur- 
key itself has a large domes- 
tic power market with unful- 
filled needs. 

Primary energy demand 
has grown 37 per cent in 10 
years, nearly four times as 
fast as in the European 
Union. 

Turkish energy planners 
say that over the next 
decade the country will need 
to invest $4.Sbn a year to 
build an annual average of 
3500MW in extra capacity to 
meet the requirements of a 
population which could grow 
to 80m people by 2010 from 
the present 63m. 

Demand for gas is proj- 
ected to increase fivefold 
between now and 2005 with 
electricity consumption tri- 
pling over the same period. 

"The huge dimension of 
these investments makes it 
more difficult to lay the bur- 
den entirely on public 
sources,” Metin Basil, dep- 
uty head of Turkey’s general 
directorate for energy 
affairs, told a seminar in 
London last September. 

That is why privatisation 
[is] a rational solution for 
the electricity sector.” 

Loud Turkish lobbying for 
a new pipeline to carry Azeri 
oil to western markets by 
way of Turkey’s Mediterra- 
nean port of Ceyhan has 
tended to overshadow inexo- 
rable, if somewhat erratic, 
moves to deregulate and pri- 
vatise the domestic energy 
sector. 

Earmarked for privatisa- 
tion are dozens of power 
plants and Tupras, the state- 
owned company which con- 
trols four of the 


country’s five refineries. 

Yet foreign investors and 
executives at home are frus- 
trated by obstacles to faster 
change while households 
around Turkey continue to 
suffer from occasional power 
shortages. 

An archaic legal system 
which can only be reformed 
by amending the constitu- 
tion poses the main threat to 
progress. 

Of 10 deals, wrath a total 
value of $L2bn. to transfer 
the running of power plants 
to private sector companies 
for 20 years, seven are still 
awaiting approval by the 
Danistay, or administrative 
court. 

The transfer of operating 
rights will inject into 10 lig- 
nite coal-fired plants $3S0m 
in new investment with the 
aim of lowering electricity 
pries and increasing output 
by a third through improved 
technology’ and manage- 
ment. 

The World Bank has urged 
Turkey to focus harder on 
developing a new regulatory 
system to ensure that public 
monopolies are not simply 
turned into private monopo- 
lies and to provide fair and 
Independent enforcement of 
the terms of contracts. 

Ajay Chhibber, the World 
Bank’s director in Turkey, 
argues that the climate of 
legal uncertainty “holds 
people back and reduces the 
quality of the Investor that 
is coming into the process”. 

Yurdakul Yigitgttden, 
under-secretary at the 
energy ministry, notes in 
response that the ministry is 
putting together a draft law 
for the creation of an inde- 
pendent regulatory board 
responsible for the whole 
electricity market from 
power generation to its dis- 
tribution. 

“The World Bank is also 
aware of how fast progress is 
in Turkey ” he says. “If you 
can go fast forward, nobody 
will tell you you have to stop 
and wait for the legal frame- 
work to be ready.” 


The legal framework is 
also blamed for holding hack 
investment in exploring for 
reserves in the Black Sea 
and preventing Botas, the 
gas monopoly, from giving 
up some of its monopoly to 
involve external partners 
and attract badly needed 
finance to meet the growing 
demand for gas. 

The biggest privatisation 
attempted in Turkey and the 
fourth -largest in the world, 
the $l.lbn sell-off of a 51 per 
cent stake in Petrol Ofisi, 
the nation's largest petrol 
retailer, is at risk of unrav- 
elling as Turkish courts 
question its validity and the 
bank which was part of the 
winning consortium is seek- 
ing to retrieve a $80m down 
payment on the transaction. 

Ismail Alakoc. Petrol Ofl- 
si's chairman, is not alone in 
describing the botched priva- 
tisation as "very sad". 

But he. like other industry 
executives, remains con- 
vinced it is just a matter of 
time before “the energy and 
oil industry* are privatised 
and liberalised and arc no 
longer dependent on what 
type of government we 
have”. 

However, today it is the 
politicians, operating in a 
system of weak government 
which docs not encourage an 
appetite for radical reform, 
who dictate just how fast 
that goal can be achieved. 

Ugur Boyar, head of the 
privatisation administration, 
says it is a shame that an 
ambitious privatisation pro- 
gramme has become ground 
down by a political scandal 
over alleged corruption in a 
bank sell-ofT. 

“Everything we complain 
about [in Turkey] stems 
from the public sector” he 
says. “This has nothing to do 
with the right or the left or 
Islamic fundamentalism or 
anything like that 

“You just need brains to 
understand how obsolete, 
heavy, and lumpy state- 
owned enterprises are.” 
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BAYINDIRBANK 



I n. December 1797. 

Derbank (est. 1958] 
was wholly acquired by 
Baymdir Group which 
is one of the leading 
groups of Turkey with 
an annual turnover of 
$380 million, . mainly 
specializing in cons- 
truction, financial 
services, health care, 
management services, 
energy, food, trade and 
real estate develop- 
ment. Today, with 40 Ragip Yargln President & CEO 
enterprises {33 in Turkey and 7 in Romania], employing 5.175 
people in 5 sectors, the Group's activities continue to expand 
even in the international platform." • • 

After this acquisition the Bank was renamed as 
BAYINDIRBANK bearing the prestigious name of the Group 
with a strong commitment to create another success story 
in Turkey likewise the first bank of the Group namely Barca 
Turco Romaria which was established in 1994 In Romania. 
With the commitment of the Group the paid in capital of 
BAYINDIRBANK is increased to TL 13.6 trillion [$51.2 million] 
as of September 3. 1998. With additional capital injections 
the capital will be raised to TL 16.7 trillion f$6fl million] by. 
the end of 1998. these capital injections already gave the 
Bank a strong capacity to expand the balance sheet due to. 
excessive Capital Adequacy Ratia. 

With the change in ownership in the first six months of 1998, 
the new management team has heavily, concentrated on the 
restructuring of the Internal organization of the Bank, the 
modernization of the Current system and the renewal of the 
procedures for all of the operations including a brand nevy 
credit policy. Approximately 300 experiehced and skilled 
employees are recruited and trained to better serve the 
domestic and international, client base- Total number of 
employees reached 383 as of October 1998. BAYINDIRBANK 
has also started Its own Management Trainee Programs 
through which 49 Management Trainees were trained in 3 
-groups until so far. selected from among thousands of 
outstanding university graduates who sent Iherr applications 
to the MT program. 

BAYINDIRBANK will introduce an entirely new visionto the 
current definition of banking in Turkey with a corporate 
banking focused strategy supported byfrwwtmwtb^w^ 
products and particular emphases cn addres^ng the nee* ■ 
of the service oriented sectors like tourism, health-care. 

energy and construction.. 

Recently.' there hss hm e K^cy i " ll,eT u ^ 
banking sector to concentrate on *«**»W*£: 


specific products and providing project finance acting as a 
consultant and an intermediary bank for its clients' 
investments in order to provide long-term finance from both 
domestic and international institutions having appetite for 
investments in saferemerging markets like Turkey. Domestic 
•v and international cash management is also an important 
1 areaM 'which the-Bank shall be active. 

r • 1 • . 

The main target of BAYINDIRBANK is to have presence in 
ati emerging dties in Turkey where exporters and importers 
are dominating the activities *m the market With this purpose 

■ by the end of 1998 BAYINDIRBANK will have 6 new branches 
, - in addition to the existing 10. The total asset size is projected 
: • to reach approximately $.200 million by the end of year 1998 

while the capital base will be around $ 60 million, net profit 
for the year around $5 million whereas the loan portfolio will 
stand at $100 million to its selective corporate client base. 
After reaching a certain size -the Bank will look after 
opportunities of partnerships with foreign banks. In this context. 
. the Bank already cooperates With Banca Turco Romana by 
establishing reliable links between the corporates in Turkey 
and Romania for their payments and documentary businesses 

■ which leads to remarkable market share growing steadily 
owing to the trade between the two countries. This synergy 
will further grovrwith more regional coverage as new banks 
will be established in the Balkans by Baymdtr Group. 
BAYlNDIRBANKs goal for tha year 2000 is to have 30 branches 
and Ufbe among the top 4 preferred banks of its customer 
base- By theypar 2003, with 35 branches. 1 000 employees 
and a total asset size of $ 1 Billion BAYINDIRBANK afrns to 

. be amqng the top 5 medium scale banks in Turkey. - 



B aymdtrbank wiU. be developing frs activities in 
dose fieoperetmu with.BSl: ffiaflrtraftr Securities 
>cj .which was’ eiSfobVtshed in wniif brokerage 
house. to "serve dcmrrtstfc clients S5Vf growing. 
7 presence was ^onffirhed in 1995 by its euthoriratton : 

. fr> pertR^patetnCentrat Bankopen-rowfcet operations 
; . asone of t>enine securities f«wses:6Sl Rtalsq among • 
• the seven securities houses to be- graotod wRh the 
ngfrftoifisfriteta ti* puWfc-crfferingst^T-bifts and 
bonds by the Treasury, fa T99?, under Me Kfasey’S: 
supervision to fi^ymdirHdiiiog. B^’^rifotructured : 
to become a prwnia-.faVO^Mt? p&&jjng its 

domfcslrc and 

brokerage, super™- research and corporate finapor 
.^as well as . 

. present, SSI is one of tiWfapstsUccea^uUnd retfabte 
players in the Istanbul Stodt^dfotoge, ftslfa# 1 yitfc 
Bayindi Thank’s target of aditev^ng. a focused ■ 
:.UitMwatlooal present*. B$l has. already Taken 
necessary steps. to set up wtiforacquireto *; 


banking sector iu imiww— _ 

B?-". . taus* i, a n U mbet*f 

te n^rate birtwa focused arategylSfrongnsnagerawt .r^na^mateuseof Swndrtanks SstrfhuMn 


houses in the f^cmierage by the end of 3998, end 

then tef mpve-ta to P. the end of .2100. 


S^^onsibto .0 its cus.omera-oosdsbyfodwunafssw 

decision-making. 

to further tofann*tioBptea*dC9iit**! ■ . 

^ - - 'ExacuSve'Vfce Presicfenijntemational Relations Tel: *90272 272 59 50 

Treasury &Jnvestfr>ent Banking Te{: *90 2f 2 Z72Q5 7? 
Mr. T.nsrSsn, .^588 9131 F.»: *90 V 2 288 9878 . ■ 



A. simple word for 


l>i«Nine\ss 


Ccnridertng tfbanlE istlokeys lax-goat private 
commercial beak, it’s so wonder that our name 
mean* the B ra in ca e Bank InHiddah. Oondwa n dy 
voted the most trusted bask in the country, wo are 
duo of the major participant* in the steady and 
. spectacular growth ofTmtinh economy. 

A leading position both in Turkish privatizations 
and in the Istanbul, Stock Exchange, reliability, 
expertise, and a comprehensive range of services 
fro m ferplnorage to custody make us die prime 
choice for international investors. Dor subsidiary 
htank QmbH fa Germany with 17 branches across 


Europe, an lft hank branch in London, and nearly 
1 300 cu n es p oodent banks worldwide help us hold 
an impressive share of the country’s foreign trade 
transactions. And our all-inclusive electronic 
network as woQ as phone and modern linkup 
faBerective banking services provide our customers 
with on-line real-time access from any comer 
of the globe. 

Wherever you may be. you wont find a sampler 
word for business than the If in our name. 

And tfbank will always spell better, tester, 
smoother business for you. 


I$BANK 


nwyawmito t>*«i«wi ixai iwraiasMtaMi is 40 
»bM l n Odti»!ioi»-imiaaaeno>i 
m tu 4* m . muut 211 a* *1 
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CONSUMER GOODS 


No quick bucks but good 
long-term prospects 


Changes are slowly but surely modernising the business landscape 


On the face of it, Turkey 
should be a gol dmin e for 
sellers of consumer goods. 

With a fast-growing popu- 
lation of 60m, it is also a 
relatively unsaturated mar- 
ket It buys only 20 per cent 
of Mexico’s shampoo con- 
sumption a head aqd uses 20 
per cent less detergent than 
Poland, a nation half its size. 

Turkey’s location, strad- 
dling Europe and the Middle 
East, is another plus, 
together with a very strong 
entrepreneurial culture and 
a customs union with the 
European Union that will 
eventually make Turkey 
part of a single European 
free trade zone. 

The list of challenges to 
overcome in tapping the 
market - ranging from 
double-digit inflation which 
makes bank borrowing pro- 
hibitively expensive for 
many companies, to over- 
regulation by govern- 

ISLAMIC BUSINESS 


ment - is equally impressive. 

It helps to explain why for- 
eign direct investment in 
Turkey since 1990 has stag- 
nated at $lbn a year rather 
than achieving the $5bn 
level that western investors 
such as Percy Bamevik, the 
chairman of Investor group, 
see as more commensurate 
with the country’s potential. 

“One has to take a 
long-term view because com- 
ing to Turkey to make a 
quick buck won’t work,” 
says Werner Geissler, gen- 
eral manager of the Turkish 
subsidiary of Procter & Gam- 
ble, the detergents, snacks 
and personal care products 
group. 

Some companies, such as 
pharmaceuticals groups 
which are still awaiting 
long-promised price deregu- 
lation, have lost money in 
Turkey. Others, including 
foreign groups which have 
teamed up with the powerful 


home-grown Ko? and 
Saband conglomerates, have 
matte fortunes selling hun- 
gry Turkish consumers 
everything from cars to 

Washing Tnaphlnog 

A senior executive at a 
leading Turkish retail group 
puts the market’s pluses and 
minuses this way: “The 
attraction is that, because 
it’s an imperfect market, the 
profit potential is bigger 
than it would be in Germany 
or the UK. With half the 
management talent you can 
make twice as much money. 

“The problem (for foreign 
Investors) is that every time 
there is a fundamentalist 
demonstration In Istanbul, 
and it is on CNN. your boss 
will call up and ask what 
you are doing there." 

Yet, against a backdrop of 
chronic political instability 
and high inflation, big 
changes are slowly but 
surely modernising 


Turkey’s business landscape. 
Nowhere is this dearer than 
in the increasingly competi- 
tive consumer goods indus- 
tries. 

One of the changes is glo- 
balisation. This in turn is 
spurring a gradual transition 
within Turkish companies 
from an older, famfly-doml- 
nated, style of management 
to a younger, more profes- 
sional generation of manag- 
ers. As competition 
encroaches on sectors that 
have traditionally enjoyed 
government protection, such 
as cars, even mighty groups 
such as Koc, whose late 
founder Vehbi Koc started 
off by selling tiles to the 
young Turkish republic for a 
new parliament building, are 
being forced to change in 
order to survive. 

Although the group “did 
fairly well” in automotive 
and white goods, Aydln 
MtWerrisoglu, vice-president 



ESg profit potential: Kenan shopping rnafl and buefatess centre in centre! Ankara 


for strategic planning at Kop 
Holding, says: “It is a chang- 
ing global market out there 
and the Koc group has to 
change too.” 

In a country where diversi- 
fied conglomerates are not 
going out of fashion, this 
means not only doing same 
things better but expanding 
into new growth areas which 
Koc ***** identified as energy 
and telecommunications. 

The recent liquidity crisis 
in emerging markets could 
accelerate the drive towards 
rationalisation and Increased 


efficiency. It is already being 
viewed as an opportunity by 
many entrepreneurs, bring- 
ing to the fore the qualities 
of resilience and flexibility 
for which Turkish entrepre- 
neurs are often praised. 

Far example, textiles, the 
country’s biggest industry, is 
likely to suffer most flrom 
overcapacity hi a contract- 
ing marirof 

But, while being forced to 
lower its prices under pres- 
sure from increased Chinese 
competition. Aril, a sports- 
wear manufacturer which 


exports -most of its annual 
sales of SlOm to western 
Europe, says it has also been 
buying up stitching ateliers 
from less fortunate competi- 
tors that were selling to Rus- 
sia until the emerging mar- 
kets crisis. 

As competitors in the Far 
East suffer. Metin C-iglar. 
chief executive of Vestel, a 
f ast-growing computer and 
white goods company which 
alma to become one of the 
world’s top three electronics 
groups, plans to buy up trou- 
bled companies to help 


achieve hi* ambitious 

growth targets. 

But while Turkish groups 
increasingly turn their 
sights abroad, foreign Inves- 
tors at a meeting of the 
World Economic Forum in 
Istanbul urged Turkey to 
dismantle remaining obsta- 
cles to the growth of Us 
domestic market. .i . 

Faruk Yfineyman, eWef 
executive of the Turkish arm 
of Roche, identified a . dis- 
mantling of health ministry 
price controls on medicine 
as essential to the survival 
of the industry’ in Turkey. 

Mr Geissler, of Procter & 
Gamble, which operates in 
an area free of price regula- 
tion, took the unusual step 
for a foreign businessman of 
urging the government to 
correct worsening Income 
distribution. 

“A more just distribution 
of wealth generated by 
increased gross national 
product is dearly the task of 
government so more con- 
sumers can afford to buy our 
goods," he said. 

Hiromasa Kubota, execu 
live vice-president of Toyota, 
the largest Japanese inves- 
tor in Turkey which manu- 
factures cars in a joint ven- 
ture with the Sabanri group, 
added import controls to a 
wish-list that included a low- 
ering of inflation and of 
value added tax- 


Emerging picture in different shades of green 


Companies, like 
the politicians, 
have discovered 
that going Islamic 
can be good for 
business 

The rise of Islam in Turkish 
politics has been mirrored 
by a surge of religion in 
business. 

As well as experiencing, 
albeit briefly, its first Islam- 
ist-led government. Turkey 
in the 1990s saw a prolifera- 
tion of “interest-free” banks 
following Islamic principles 
as well as the rapid growth 
of Musiad, an Islamic busi- 
nessman's association with 
3,000 members. 

But, if green is the colour 
of Is lam, there are several 
shades of greenery to Tur- 


key’s Islamist business land- 
scape. Some businessmen 
claim to act out of genuine 
belief! Others say they are 
filling gaps in the financial 
services market. 

Mehmet Sava.?, chairman 
of Ihlas Finans, a finance 
house which does not pay or 
receive interest but shares 
profits - and losses - with its 
customers, puts himself 
squarely in the hard-headed 
category. “Things by their 
very nature, including 
banks, cannot have any reli- 
gion." he says. “My chair Is 
a chair and religion is just a 
feeling that the owners of a 
company may have.” 

He asserts that the reason 
Mas does not use interest, 
proscribed by Islam, has 
nothing to with its owners’ 
feelings but because they 
spotted unsatisfied demand 


for interest-free banking. 

To emphasise the point, he 
says that Ihlas Holding, 
which controls his bank, 
also owns shares in a com- 
mercial bank, operates two 
insurance companies and 
plans to set up an invest- 
ment bank, all of which are 
involved in receiving or 
charging interest. 

And even those business- 
men who like to wear reli- 
gion on their sleeve -such 
as Mehmet Emin Polat, 
chairman of Konya Sanayl 
Holding, a provincial distrib- 
utor of car parts - are 
focused above all on making 
money. 

At a recent Musiad recep- 
tion sponsored by his com- 
pany, Mr Polat explained 
that western-educated busi- 
nessmen based in Istanbul 
tended to be more selfish 


than religious Anatolian pro- 
vincials such as himself 
But his main purpose in 
sponsoring the event, at a 
plush western hotel in Istan- 
bul, was to propagate not 
Islam but the virtues of his 
company. And bankers who 
work with Islamic institu- 
tions say that the dividing 
line between interest and 


Islamic-style charges is often 
not dear. 

Turkish businessmen, like 
the politicians, have discov- 
ered that’ going Islamic can 

be good for business. Ihlas 
Finans. with paid-up capital 
of ten trillion lira, says it is 
now the biggest interest-free 
financial institution in Tur- 
key. It finances leasing, 



Polat relgion on sleeve 


Mehmet Sava?: 'Chair Is a chair' 


instalment sales and joint 
ventures and provides ven- 
ture capital. Mr Sava? says it 
caters for two types of cus- 
tomer - those who like its 
rates of return and religious 
people who do not want to 
make money out of interest 
and who. according to an 
Ihlas survey, represent Id 
per cent of its clients. 

“Both of these market seg- 
ments were uncovered,” he 
says. “When Ihlas Finans 
started in 1995, there were 
four interest-free banks in 
Turkey but in spite of their 
existence there was still 
something to be got from the 
market” 

With interest-free banks’ 
deposits accounting for $2bn 
out of total Turkish bank 
deposits of $60bn. he believes 
the interest-free market 
niche Is now filled. 


But Turkey’s enduring 
double-digit inflation, which 
has hovered close to 100 per 
cent in recent years, is 
another reason to make 
interest-free finance an 
attractive proposition for 
borrowers. Some 60-70 per 
cent of Ihlas’ inans are to 
small and medium-sized 
companies, mostly, as it hap- 
pens, companies involved in 
trading with western 
Europe. 

The economic logic of 
Konya Sanayi Holding Is 
also In large part derived 
from the concept that small 
is beautiful It helps small 
companies which manufac- 
ture spare motor parts to sell 
their products on western 
markets by acting as their 
collective representative in 
western Europe. 

MOsiad has also provided 


executives from smaller 
businesses with a less 
intimidating alternative to 
Tusiad. the mainstream 
business confederation 
which has tended to be dom- 
inated by big company 
bosses - including Enver 
Oren. founder of Ihlas Hold- 
ing. 

Different shades of green 
also mean differing views on 
politics in Turkey. Mr Sava? 
says the Ihlas holding group 
has been criticised for 
declining to make contribu- 
tions to Fazilet (Virtue), the 
main Islamist party. 

Milsiad also shuns Fazilet 
but for the completely differ- 
ent reason that it is not 
Islamic enough. "Islam 
means purity, fairness and 
justice and Fazilet h;is Uttle 
to do with Islam." says Mr 
Polat 


The BASE of 


TURKISH 


BANKING 


YAPI KREDI 


Turkey's largest 
independent private 
bank, Yapi Kredi has 
created an extraordinary 
“banking base”. The likes of Yapi Kredi 
Banking Base are to be found nowhere 
else in Turkey and only on a much 
smaller scale in a few other countries. 

Yapi Kredi Banking Base, which 
became operational in 1998, is the 
“brain” behind the formation of the 
infrastructure that will drive forward 
the great change in Turkish banking 
initiated by Yapi Kredi in services, 
information How, branch structure and 
it maximizes Yapi Kredi’s productivity. 


Banking Base 


Yapi Kredi Banking Base 
is not only the “master 
plan” of the next half- 
century of Yapi Kredi 
but also represents the peak of Turkish 
banking sector today. 

Yapi Kredi Banking Base is the most 
important indication that Yapi Kredi, 
the most advanced and innovative bank 
in Turkey, has the power to be prepared 
for the developments and changes in 
the future. And it is the most important 
proof of the difference of Yapi Kredi’s 
vision, culture, and philosophy. 

YAPINTKREDi 


YAM YE ms* BANKAS DOSSELDOfF OBaWNY BEFUNEH MLEE SB <K»2 POSTMOt 105629 40046 DOGBBJXMFOERMMir 

TarPHOtE: B0 «B 2UJ 13897 0 FAX: {00 «3 VntaeW Si TOE* S3807S3YKBD SWFT: Y APISH* 

WH VS KMBX BANKAS A^L BAHRAM BAHRAM D£v£L0n£NT BANK. 2M3 FLOOR. DFLOMATIC AREA PO. BOX; 1Q615 MAMAMA-BAWWW 
THfiPHOUE: (DO 973} 530 313 FAX- (00 973) 530 31 1 THBfc 9S0T YAPBAH 6*4936 fffWH BN 
YAPI TOKO SANK MOSCOW GONCHARNAYA EMBAMQCNT 1-2 MOSCOW 1CHIJ2 RUSSIAN FEDERATION 
mmxxg: M O 70351 23 4 88 68 (6 UfgS) FAX: [00 7095)98819 72 THEX: 41*150 YATO HU SWIFTYTOeBlJW R3ff A COPYOFaJSCUF&mT 
ANHUAL REPORT AND ACCOUNTS. Oft MORE MOmMCM PLEASE CONTACT I0L KEHAL KAYA. EXECUTIVE VKEPRESBEHT. 
YW>IV£XRS9laAMnStA^f«DOm(% YAP1Kr^FlAZAABLOKBUYl>a3BECMX^LEV&4T908XtSTANBUI.-TUTiK£Y 
TB&HONE:p(H1t) Z80 1003 FAX: (B&&2fZ7B 12 89 TELEX' M770YA<ETR. 


ULKEM. 

F ood Marketing Ltd. Co. 

Our Company is Manufacturer and Exporter of 
all kind of Turkish Delights Lokums 
(W / Fruits, Natural - many different qualities.) 

Quick delivery to any Country by Air or by 

Trucks. 

Please fax to us your requirement We Should be 
pleased to inform you about prices-qualities 
and delivery services. 

(Sample free of charge, only freight payable 

by receiver) 

For more information and inquiries: 

ULKEM., Davutpasa Cad. 

Emintas Davutpasa Sitesi 

No 103/221 34020 TOPKAPI-ISTANBUL TR 
Tel: ++90 212-612 56 58 /pbx 
Fax: ++90 212-501 59 54 

E-mail: ulkem@ulkem.com 

Internet: ww.ulkem.com 
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Fresh focus for 
clean challenge 

The motor industry is displaying a rare example 
of courage in challenging its critics over 
the worldwide debate on environmental pollution, 
write John Griffiths and Haig Simonian 


The painstakingly-reasserted 
international commitment to 
catting carbon dioxide 
emissions made at the latest ■ 
United Nations conference 
on climate change in Buenos 
Aires has refocused the 
motor industry's attention 
on the environmental 
challenges of bonding 
cleaner cars. 

However, many carmakers 
still appear undecided and 
insecure in their strategies 
towards communicating the 
difficulties and costs of 
cutting exhaust emissions, 
still further. And many 
remain wary of trumpeting 
what has already been 
achieved in reducing levels 
of both regulated 
substances, such as carbon 
monoxide, nitrogen oxides 
and the particulates found in 
diesels, and the newer need 
to curb carbon dioxide 
levels. 

In Europe, that task will 
reach a new threshold by the 
end of this year. By then, the 
European Automobile 
Manufacturers' Association 
(ACEA) hopes to have 
finalised its voluntary 
agreement with the 
European Commission on. 
stringent cuts in carbon 


dioxide levels by early next 
century. Approved by EU 
environment ministers on 
October 6, the deal is now 
undergoing some final 
fine-tuning as negotiators 
from ACEA and the 
European Commission meet 
in Brussels to resolve 
outstanding issues, such as 
how the agreement is to be 
monitored. 

Pilloried by single-issue 
environmentalists as a pollu- 
tion and congestion-causing 
villain, targeted by legisla- 
tors demanding the spending 
of billions to clean up its 
products' act, the motor 
industry only rarely plucks 
up courage to retort that the 
wheels of modem economies 
are turned largely by goods-, 
bearing trucks, and that car 
drivers are not a health- ' 
threatening sub-species but 
the population at large. 

Gar el Rhys, professor of 
motor industry economics at 
Cardiff Business School, 
argues that even the most 
ardent environmentalist 
tends to criticise from die 
standpoint or his or her own 
convenience in terms of per- 
sonal mobility - from the 
.basic idea Out everyone’s 
journey must- be unheces- 
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sary, except for your own. 

In the past few months, 
however, the motor industry 
has won one rare - but land- 
mark and financially Impor- 
tant - victory in the battle 
for the minds, if not the 
hearts, of the legislators, it 
is one with the potential to 
save automakers billions of 
dollars in development costs 
over the next five to 10 
years. 

The victory has been 
achieved partly at the 
expense of the petroleum 
indu stry, twufffinirpiiTy a far 
more adroit lobbyist than 
the automotive sector in the 
ED'S corridors of power but 
now facing costly legislative 
demands of fts-own as Brus- 
sels pursues the aim, of 
cleaner cars and trucks for 
the 2ist century. 

In June the European 
Commission, environment 
ministers and the European 
parliament finally reached a 
compromise on the next 
stages of reducing the level 
of “regulated substances" 
emitted by cars. Progress 
since the very first EU direc- 
tive an -curbing exhaust pol- 
lution. in 1970,. has already 
been extensive.' As Ian McAl- 
lister. <$aiiman~d: Fordfot 
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ACFA 


Britain, points out: “Fifty 
new Ford Eas produce the 
same level of emissions as. 
one original 1976 Fiesta." 

But considerably tougher 
further restrictions on maxi- 
mum emissions of carbon 
monoxide, oxides of nitrogen 
(the main culprit in photo- 
chemical smog), and particu- 
lates (suspected carcinogens 
emitted mainly by diesels) 
will be introduced in two 
stages, in 2000 and 2006. To 
meet them, and to undertake 
additional measures associ- 
ated with global warming, 
will cost the motor industry 
f60bn, carmakers told Brus- 
sels during the course o f-sev- 
eral years’ haggling over the 


hew rules. 

The industry is still (being 
that bill, but bad the petro- 
leum industry had its way 
the financial burden on car- 
makers would have been 
much bigger. Instead, having 
initially convinced Brussels 
that the main task of reduc- 
ing exhaust pollutants 
should fall on the carmakers 
themselves, the oil industry 
is facing its own $60bn bill to 
modernise Europe's refiner- 
ies to produce the cleaner, 
low-sulphur fbels which will 
make the overall technologi- 
cal task of meeting the 2000 
and 2005 targets on regu- 
lated substances much 
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Until about two years ago 
the oil industry' appeared to 
have convinced the Euro- 
pean Commission it would 
be fax too expensive to mod- 
ify refineries for what at the 
time was planned to be a sin- 
gle tightening of emissions 
roles by the year 2000, How- 
ever, the European parlia- 
ment not satisfied that the 
2000 roles went Tar enough, 
insisted on the second phase 
of tightening in 2005. 

• It was during the course of 
debate on how the further- 
reduced emissions might be 
achieved that the oil indus- 
try’s arguments finally fell 
on stony Brussels ground. In 
the talks, ACEA convinced 


ill 


Brussels that further sub- 
stantial cuts in pollution 
were technically feasible 
only with cleaner fuels. 

Thus, by 2005. jivtiol and 
diesel fuels will have a sul- 
phur content of just 50 parts 
per million - a threo-lold 
reduction compared with the 
year 2000 in the case of pet- 
rol and a seven fold reduc- 
tion for diesel. 

However. ACE.Vs victory 
over the oil industry has to 
some extern been pyrrhic. In 
July, the carmakers’ associa- 
tion had to reach a compro- 
mise with Brussels over 
what for the long term is an 
even more important envi- 
ronmental issue - exhaust 


Quarterly re view 

I Lightweight targets 
15 Use of aluminium 
yin cars increasing 
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enitesjoas 01 carbon dioxide, 

ihf principal cas involved in 
richril warming. 

C.'irbui; dioxide is an ines- 
capable by-product of com- 
bust ion: fur as lung os the 

internal t-embustiun engine 
- v. her her jieirol or diesel - 
powers cars. CO- can only be 
rixjuvcd. unt eliminated. Nor 
an- t=irs hy any means the 
Mile source of the gas - 
power stations, heating 
plants or :mv other facilities 
burning fossil fuels produce 
CO just .is inexorably. 

Nevertheless, lnsl year's 
Kyot" environmental sum- 
mit eummittfd the EU to 
ri:i!iPu> emissions by 8 per 
com 1« tween and ‘2010. 
•erd AGFA ha> now acrepted 
a vol'aninry timetable to cut 
emissions of the gas from 
new cars bv 25 per cent by 
•JiHls. romp: 1 red with 1995. 

As the massive research 
a’.ai di-Wiopuicnt rflort gath- 
ers juu?. the Eiirujjoan based 
vehicle industry considers 
itPi’Jj jimmied in feeling 
!-otm-whnt pm upon and per- 
secuted. 

The new EU rules effec- 
tively mean the region's 
exhaust emissions will be as 
sinci as those m once smog- 
plagued California by 2005. 
Yet whereas the European 
industry has already pro- 
duced cars with average fuel 
tHunnmy of around seven lit- 
res per Km kilometres. North 
Americans continue to pump 
much vaster amounts of car- 
bon dioxide into the atmo- 
sphere from vehicles con- 
suming nearly 11 litres per 
300km. 

For European carmakers, 
the disparity reflects what 
many describe as the “cow- 
ardice" of the US govern- 
ment in not raising petro- 
leum taxes enough to 
encourage fuel-efficiency and 


Continued on Page 2 
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Regulations on automotive emissions are concentrating the minds of politicians, bureaucrats and industry alike. 
On this and following pages correspondents report on some of the problems and the ways they are beuig reso v 


H 


EMISSIONS by John Griffiths 


There’s one goal, but a string of strategies 


A heavy legislative programme is the main driver for a better environment, but the industry is warning that not all its strands are being pulled in the same direction 

i- a , - fMnvide in* greater fuel economy and 

When Volvo says that emissions than-in" claim is no longer unre- consumers: so-called Auto Oil agreement allow emissions to be checked goals of reducing cara«* simultaneously reducing carbon 

from cars it plans Tor sale in Cal- alistic, says Volvo. • not least, much effort is going requires a 30 to 40 per cent reduc- accurately as the car ages. emissions. Nevertheless, ^ dioxide emissions - weight-sav- 

t forma next year may well be The company plans to extend into further increasing the effi- tion in emissions from petrol cars Prom 2000, new models will industry is now committ _ Volkswagen is poised to 


When Volvo says that emissions 
from cars it plans Tor sale in C-al- 
tronnn next year may well be 
cleaner than the air surrounding 
them, it is not being entirely fan- 
ciful. 

The radiators of its California- 
bound S80 saloons will have a 
catalytic coating developed by 
Engelhard, the US specialist 
materials and precious metals 
group. Tlie coating, which will 
add $50 to $100 to the car's cost, 
converts molecules of ozone - the 
villain in California's notorious. 

albeit already diminishin g, smogs 
- to oxygen. 

The faster the car travels, the 
more efficiently it works. Volvo 
claims that in the most favoura- 
ble* conditions. 75 per cent of 
ur.one passing through the radia- 
tor is converted into oxygen. Add 
in the latest catalytic converter 
technology for the exhaust sys- 
tem. and the “cleaner-aut- 


than-in" claim is no longer unre- 
alistic, says Volvo. 

The company plans to extend 
the radiator system both more 
widely across Its range and into 
other markets. 

The system represents one of 
many different approaches the 
motor industry is taking to 
reduce the environmental toll of 
the automobile. 

These approaches include: 

• A concerted drive to develop 
fuel cells - emitting little more 
than water vapour as their 
"exhaust": 

• the more intensive use of 
lightweight materials to improve 
fuel economy of petrol or diesel 
engines; 

• a continuing, but increasingly 
dispirited, search for some form 
of “super-battery" capable of pro- 
viding the range and perfor- 
mance which might make elec- 
tric vehicles (EVs) attractive to 


consumers: 

• not least, much effort is going 
into further increasing the effi- 
ciency and economy of petrol and 
diesel engines, likely to be the 
mainstay of car production for at 
least the next two decades. 

The pursuit of the low-pollu- 
ting vehicle is being driven very 
little by consumers concerned for 
the environment. On the con- 
trary, the big global car market 
success story of the past decade 
concerns large, heavy four-wheel- 
drive vehicles with poor aerody- 
namics and a prodigious thirst 
for fuel. 

Thus the main driver is legisla- 
tion, and as the recently-an- 
nounced EU programme to damp 
dawn on exhaust emissions In 
two further stages shows, the 
vehicle industry has little pros- 
pect of the pressures decreasing 
for the foreseeable future. 

The package agreed under the 


and light vans and 50 per cent 
from diesel vehicles in its first 
stage, to be implemented 
between January l 2000 and Jan- 
uary 1 2002. By the end of the 
second stage, five years later, 
emissions of pollutant gases - 
carbon monoxide, oxides of nitro- 
gen, benzene and ozone - are 
required to be 70 per cent lower. 

As their contribution to cleaner 
vehicles, oil refiners will be 
required to reduce the sulphur 
content of fuels - sulphur is a 
major c o ntri butor to exhaust pol- 
lution - by around 90 per cent 

However, the legislation is 
more restrictive for vehicle mak- 
ers than simply cutting tailpipe 
emissions by the use of improved 
catalytic converters. Manufactur- 
ers are also being required to fit 
on-board diagnostic systems to 


allow emissions to be checked goals of reducing carton diowde 
accurately as the car ages. • emissions. Nevertheless, 

Prom 2000, new models will industry is now committeoio 
also have to undergo durability reducing average carbon mccooe 

tests after five years or 00,000 kil- emissions from new cars from too 
ometres, rising to 100.000 kilo- grammes per kflmnetre now to 
metres from 2005. 140 grammes by 2008 and 120 ny 

Not surprisingly, the motor 2010- , - . . 

industry claims that the teebni- The strides already being made 
cal chaiipngft fi are considerable by the Industry are considerable. 
anti tha t the cost to the sector In the past few weeks, for ex a m- 
will be high - and inevitably pie, the French Peugeot-Citroen 
reflected in the prices of new group has launched the first 
cars. “common rail" diesel engine tor 

At a meeting of European envi- the volume vehicle market. Using 
moment ministers in l a t e Octo- technology which allows fuelto 
her, when a r nmTn ^ tTT>A P t by car- be sprayed Into the engine cy Un- 
makers to reduce emissions of der with very high accuracy at 
carbon dioxide — not a pollutant, double the pressure of conven- 


but the major cause of global 
wanning - was formalised, it was 
against the background of clear 
industry warnings that legisla- 
tion being planned on vehicle 
noise and safety would work 
directly against government 


tkmal diesel fuel injection, the 
engine has 60 per cent better fuel 
consumption than its petrol 
equivalent, and 30 per cent better 
than even the latest-generation 
diesels. ■ . 

Exploiting another way of gam- 


ing - Volkswagen is poised to 
launch the alumlnium-bodicd 
version of its Lupo small hatch- 
back which will become the 
world's first corn me rctai ty-a vail ■ 
able “3 litre" car - achieving fuel 
economy of three litres per too 
kilometres, or close to 100 miles 
per gallon. 

Mercedes-Benz Is indicating 
that its first environmentally, 
friendly fuel cell-powered car 
could be on the market within six 
years. Toyota, with Us Prius 
hybrid - running batteries and 
small internal combustion engine 
in to achieve n marked 

reduc tiou in emissions - is ' 
launching the car worldwide. 

The industry may be groaning 
under its new legislative bur- 
dens. But it shows every sign of 
being able to deliver. 


ALTERNATIVE FUELS by Kenneth Gooding 



PROFILE 

JOHN DUNLAP 


A newspaper reporter asks a 
centenarian the inevitable 
question: “How have you 
managed to live so long?" 

“I never smoked, drank, 
and got plenty of exercise. ~ 
comes the reply. 

The sleuth counters: “But I 
knew someone just like that 
and he died at 70. How do 
you account for that?" 

"Easy. He didn't keep at it 
long enough." 

The anecdote is a~ • ■» 
favourite with John Dunlap, 
who has just retired from the 
chairmanship of the 
California Air Resources 
Board (Carb), after only four 
years in the job. 

Mr Dunlap, also known as 
"chief of the smog police", 
enjoyed telling it to get 
across his message that 
there can never be any 
easing up in the drive for 
clean air. 

But if the motor industry 
found his cembali wisdom 
irritating, at least Mr 
Dunlap’s face was familiar 
and his approach to the job 
was that of a self- 
proclaimed “business- 
friendly Republican". 

Now it is braced for the 
arrival of his successor, i 
almost certainly a Democrat, I 
to be appointed by the 
incoming stale governor. 

Gray Davis, the first 
Democrat governor in the 
state for 16 years, ranked 
the slate of the environment 
second only in his list of 
priorities to education, but 
gave few clues to his 
intentions towards vehicle 
makers. 

The only certainty is that 
the conflicts which 
characterised Mr Dunlap's 
tenure will not end. The 
state's atmospheric pollution 
record - it still boasts seven 
of the 10 smoggiest cities in 
the US - and projections of 
population growth will make 
sure of that. 

As for Mr Dunlap's record, 
he may be able to 
congratulate himself on 
presiding over Carb during 
some of the best years in 
the modem history of 
California's air. 

The number of 
smog-related health 
warnings in the south, where 
the problem rs worst dipped 
to record lows in 1997. But 
the unusual weather 
conditions rooted in the El 



Golden State’s 
clean-up crusader 
is moving on 


Nino phenomenon return 
only once every decade or 
so. 

For the rest of the time it 
is business as usual, and 
that means pressure on the 
automotive industry. 

Although makers of every 
known pollutant device, from 
the lawn mower to the 
halrspray canister to the bar 
of heavy-duty soap, have 
been .obliged to changeJJjeir 
products, vehicle • " 

manufacturers have had the 
most , to do. 

According to Carb data, 
"mobile sources" account 
for 60 per cent of 
smog-forming emissions. 
Most of the board's $100m 
annual budget and the 
energies of its 1,000 
employees are, accordingly, 
directed at the automotive 
industry. 

In Mr Dunlap’s own words, 
a love-hate relationship has 
developed over the past 40 
years. But so, too, has the 
catalytic convertor, 

Introduced in 1975, followed 
by other clean-bum 
technologies including fuel 
injection and computer 
engine controls. 

In the interim, parts of the 
Southland have seen smog 
levels drop almost 40 per 
cent as population has 
ballooned by 85 per cent 

A boost was provided in 
1996 when Carb forced the 
unilateral introduction in 
California of dean-bum 
petrol, which, ft is claimed, 
yields 15 per cent fewer 
emissions than conventional 
fuel, despite the protests of 
the dl refiners. 

More recently, Mr Dunlap 
locked, horns once again 
with the vehicle makers 
when his board said the 
most popular vehicles In the 
state - sports utility vehicles 
(SUVs), mini-vans and 
pick-up trucks - must in 
future match the same 
emission standards as cars. 

Starting in 2004, existing 
car standards will be 
tightened even further and 
the less stringent rules for 
SUVs, which currently now 
emit up to 2.5 times as 
much NOx as cars, will be 
eliminated. Carb reckons the 
new standards will reduce 
the daily volume of NOx and 
hydrocarbons released from 
cars and light trucks by 
almost 20 per cent 



John Dunlap: from smoggy roads to the hast of the kitchens 


Although some experts 
say the standard wifl be 
easily met for smaller 
“trucks" such as the Ford 
Explorer, makers of popular 
heavyweights, 
including the Ford 
Expedition, would be 
hard-pressed and lose sales. 

In a ritualistic gesture, one 
industry lawyer proclaimed 
the rules “arbitrary and 
illogical’, opening the way 
for Mr Dunlap to come back 
with his standard response 
that Carb had heard such 
stuff before and the industry 
had been consistently 
proved wrong. 

The confr o nt a tional 
atmosphere enveloping Carb 
is perhaps inevitable. Public 
transport remains an 
afterthought in most cities, 
the population continues to 
expand, and California is 
certain to remain 
unchallenged as the biggest 
and most competitive single 
market for cars in the 
country. 

And while the quality of its 
urban, and increasingly its 
rural, air consistently fails to 
meet federal health 
standards, the stand-offs wll! 
continue regardless of the 
political colour of the Carb 
chairman and regardless of 
his bureaucracy’s 
all-too-evident failings. 

Mr Dunlap may prefer to 
remember the blessings of 
El Nino, but industry is more 
likely to recall how Carb was 
to concede only after years 
of bitter argument that the ! 
marketable zero-emission, or 


electric, vehicle was years 

off. 

In the end, after setting 
manufacturers scrambling 
for solutions, rules fixing 
sales quotas of ZEVs for 
1998 were withdrawn and 
reworked for introduction in 
2003. 

Consigners, too, will 
remember Mr Dunlap for the 
pressure on refiners to come 
up with dean-bum fuels 
which resulted in costly 
refinery refits for the 
Introduction of the MTBE 
additive and, eventually, the 
discovery of a suspected 
carcinogen In water 
supplies. 

The 18-month-old 
controversy still rages as Mr 
Dunlap, who once airily 
dismissed warnings of public 
health dangers, passes on to 
his new post as chief 
executive of the California 
Restaurant Association, a 
trade lobby group 
representing thousands of 
businesses. 

After 15 years in the air 
control bureaucracy, Mr 
Dunlap is to have a taste of 
life on the other side of the 
fence. 

He will represent an 
industry which has had its 
own share of problems with 
emissions from Its kitchens, 
although he will have time to 
rally his forces because his 
Carb contract forbids him 
from lobbying any dr quality 
authorities for the next 12 
months. j 

Christopher Parkes 


You can step on the gas 
without a drop of petrol 

Carmakers are getting to grips with supplying vehicles which are driven by 
substances such as LPG arid alcohol produced from sugar beet or cane 


MalcoImNoyle believes he is 
the only person to the world 
who Is employed by a 
manufacturer full time to 
sell cars using an alternative 
to those conventional fuels, 
petrol and diesel. The 
alternative is liquid 
petroleum gas. 

His message is 
straightforward: LPG and 
the cars that can use it are 
already available to the UK. 
The cars cause less pollution 
than gunflar petrol or diesel 
models, and are cheaper to 
run. So, even though they 
cost more to buy, a user can 


Suppliexs will also install 
tanks., and -associated 
equipment on car fleet 
operators' own premises - 
ami not even charge for this 
if the. demand is likely to be 
high enough, say afleet of 10 
cars using IPG. The cost of 
buIkLPG is, of course, much 
lower;- than at a petrol 
station. 

Nevertheless.' although 
LPG is the most advanced 
alternative fuel technology 
and the only one already 
available to production cars 
throughout UK ; dealer 
networks, the expense of 


save money over, s^-?^ooa* 'pro.vidm&r vg.- ^refueling 
mlles. 'lte extra cdStof a' car^lnfrtikffuraife is* a problem, 
with a factory-fitted LPG British Gas estimates it 
system is about EL500 to a costs about S250/KW for each 
fleet buyer and £L950 to a station, and If every one of 
private buyer, he says. . the UK’s 1W0Q stations had 
There is a grant of up to 75* the facilities the total cost 
per cent of this extra 1 cost would be £4bn. British Gas, 


available on most LPG 
vehicles, payable under the 
Towersbrift" programme of 
the UK's Energy Savings 
Trust 

As manager, alternative 
fuel vehicles, for VauxhaH, 
the General. -Motors UK 
subsidiary, the cars Mr 
Noyle offers are Astra, 


as a compromise, will pay 
far -and install facilities at 
fleet operators’ premises on 
the understanding that 
private customers can use 
them. 

Storage in the car can also 
be a problem. LPG takes up 
twice the volume of petrol or 
diesels . However. 


Vectra and 2-litre Omega doughnut-shaped tanks have 
models specially V 


been developed to cut the 
intrusion into luggage space. 

Mr Noyle suggests anyone 
who buys a LPG-petrol car 
today will probably get £300 
to £500 more for it than a 
petrol model when it is sold 
in three or four years' time. 
“By then petrol will be about 
£4 a gallon and some cities 
.will have clean air zones 
from which many cars will 
be excluded,” he predicts. 

The dual-fuel vehicles will 
also be more common by 
then. British Gas estimates 
that in five years, if the 
government provides the 
right tax incentives, there 
will be 200,000 LPG-petrol 
cars on UK roads. 

However, environ- 
mentalists insist that LPG 
does not provide a long-term 
answer for the motor 
industry. LPG produces the 
same major pollutants as 
petrol and diesel - although 
much less of them - and it is 
not a renewable energy 
source. 

The same can be said of 
compressed natural gas. also 
being used In some dual-fuel 
vehicles today. CNG has the 
additional disadvantage of 
requiring sophisticated 


tanks and injection 
technology because it is 
stored at high pressure. 

Outside the UK. alcohol is 
increasingly being hailed as 
one of the low-emission fuels 
of the future. Already in 
North America lUbn gallons 
of ethanol blended petrol is 
used every year. Brazil has 
also been a big user of 
ethanol for many years. 
Volkswagen says that in the 
past 20 years it has sold 
mare than 2m cars in Brazil 
to run on ethanol blended 
fuel. 

in the UK another form of 
alcohol, methanol, is used by 
drag racers and. like etha- 
nol, has been used in fuel for 
other vehicles elsewhere in 
the world since the 1970s. 

Both alcohols can be pro- 
duced from renewable 
resources - ethanol from 
sugar beet, sugar cane or 
corn, and methanol from 
wood - but producing 
enough alcohol to make a 
real impact is both difficult 
and expensive. Also, cold 
starting with alcohol fuels is 
a real problem in cold cli- 
mates, while methanol is 
poisonous and highly corro- 
sive. 


reengineered to run on LPG 
as well as petrol. He insists 
that the performance of 
these models is no different 
from those using petrol, only, r , 

I . Ha reckons to have been , 
using LPG for 75 to 80. per 
cent of the 34,000 utiles he 
has covered so far in the 
dual-fuel Omega be drives. It 
would have been nearer 100 
per cent but for the need for 
the LFG distribution 
infrastructure in the UK to 
be developed. At present 
there are about 120 retail ' 
petrol stations with LFG . 
available. The oil and gas 
companies have promised 
that by the end of next year 
one in 25 petrol stations will 
have the gas on tap. 


Trimming the MBs 



Fresh focus for clean challenge 


Continued from Page 2 . 

to drive “gas-guzzlers” off 
the streets. The new stan- 
dards being Imposed by leg- 
islators on both sides of the 
Atlantic means car makers 
win have to run faster just 
to stand stflL 

That is partly because of 
the inherent paradox to cur- 
rent requirements. In 
demanding greater safety 


and tower emissions from 
new vehicles, most notably 
through increased crash pro- 
tection and the ever more 
complex catalytic converters 
to curb emissions, legislators 
are m a ki ng cars heavier. 
Consumers are demanding 
features such as air condi- 
tioning. and other comfort 
and convenience complexi- 
ties. 

The result can be seen to 


the latest fourth-generation 
Volkswagen Golf, for exam- 
ple, which is more thaw 25 
per cent heavier than the 
first model. So while com- 
bustion technology has made 
its engine at least 25 per cent 
more fuel efficient than the 
original Golf, little or no 
progress has been made to 
terms of emissions of carbon 
dioxide, as this is directly 
proportional to weight 


Martin Kolk. a senior pow- 
ertrain engineer with BMW, 
says the industry has 
reached the stage where 
there are now three times as 
many engineers working on 
the emissions elements or 
new engines as those devel- 
oping the engine itself. But 
with so many masters to 
serve, it remains uncertain 
whether the industry can 
ever win. 
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MacLellan 


UK (44)0153? 452900 
USA ill 606 235 3000 
Portugal (05) 1 1 233 1673 
Brazil (55) 12 23 13 SOS 


From facility design to facilities management, 
HMH companies have made automotive paintshops 
their second home. Haden Drysys International 
combines turnkey project management with leading 


HMH Mart iHkwi HaMtrtQa compMa 


edge paint finishing technology. MacLeUan international 
delivers technical and non-tachntoal Support services 
speeffleafly geared td.automotive environments.. Both to 
the highest standards worldwide. 
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Time to reconsider 

US stage is set for a new face-off between car producers, regulators and consumers 
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In the world of US motor 
vehicle emission Standards, 
California is once again 
setting the trend 

In the mid-1960s the state 
was the first in the country 
to require emission control 
on cars. That move 

eventually led to the 1970 

Clean Air Act that founded 

the Environmental 

Protection Agency (BPA), 
directing the new body to sat 
national standards for air 
pollutants. 

Now the Golden State i$ 
doing the same for light 
tracks; setting the stage for 
new standards for the next 
miDentthnn. 

Since California's first 
crusade, technology 
designed to reduce pollution 
has improved dramatically, 
most notably through use of 
'Catalytic converters, while 
•fission rules have been 
Steadily tightened. 

In 1990, a new Clean Air 
Act built on its predecessor 
by introducing a 
comprehensive set of 
programmes intended to 
reduce motor vehicle 
pollution, including lower 
tailpipe standards, tougher 
emission testing procedures, 
new dean fuels programmes 


and; vehicle technologies. 
Cars adhering to those 
standards have been in 
production since 1994. 

But falling oil prices, 
combined with the consumer 

craze for buying sports 
■utility vehicles - which are 
classified as -fight trucks far 
emissions purposes and 
hence do not have to meet 
the same tough standards as 
cars has changed the 
picture dramatically. 

Around 75.per cent of such 
vehicles are now used by 
families rather than 
businesses. They account for 
nearly half of all new 
vehicles sold and produce 
three-quarters of all vehicle 
emissions, a trend which has 
effectively offset the gains 
made by continued 
improvements . in smaller 
cars. 

That development Ms now 
led the state’s regulators to 
reconsider the issue. Last 
month the California Air 
Resources Board, which sets 
standards for tailpipe emis- 
sion within the state, 
decided that light trucks 
must be made to meet the 
same standards as cars 
starting in 2004. 

By 2007 all cars, sports 
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LE GISLATION by Alexan dra Harney in Tokyo 

Criticised 
all round 
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/The Japanese pressure groups’ squeeze 
i comes when government and industry 
* face a variety of economic difficulties 
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Japan is coming under 
increasing pressure to 
improve its environmental 
protection legislation. 

At the United Nations 
Framework Convention on 
Climate Change over the 
past two years, Japan has 
been criticised by other 
countries for its apparent 
inability to agree to the 


reduce its contribution': to a 
series of targets agreed at 
the same group's conference 
in Kyoto in December 1997. 

At the Kyoto conference 
Japan pledged to. lower its 
emissions from 1990 levels 
by 6 per cent by 2010 - 
among the lowest targets of 
the industrialised countries. 
The US, which is the world’s 


same anti-poDutipn targets ‘ largest greenhouse gasprh-M 
as other industrial nations... ducer, said it would reduce 


This follows years of 
protests from the 
environmental community 
that Japan’s domestic laws 


emissions by 7 per cent 
between 2008 and 2012, and 
the European Union agreed 
to an 8. per cent cut The 


are too lax oh polluters, amt ; conference adopted an: aver- 
that its legislative process age 5.2 per cent reduction 


paters down even the most 
•toose environmental 
restrictions. 

The timing of the criticism 
could not be worse. Japan is 
struggling to climb out of its 
worst recession since the 
1950s. The government is 


target. ' 

Japan has also introduced 
subsidies and tdx breaks for 
low-emission cars and 
trucks, and has recently 
ezpktded these programmes 
to include diesel eng in e 
vehicles. Tokyo has also 


paralysed by the politics of been negotiating co-opera- 
economic stimulus packages, five agreements with Russia 
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tax cuts, and shifting party 
alliances. Corporate Japan is 
dogged by deteriorating 
profitability as a result of 
the slowdown in consumer 
demand. There is precious 

little funding for the 
replacement of expensive 
equipment, or even 
substantial tax breaks. 

Even worse, there is 
evidence that the country is 
polluting more than ever. : 
Japan is believed to be foe 
world's fourth-largest 
..producer of greenhouse 
which are the harmful 


trucks and factories that are 
blamed for a gradual 
warming of foe planet. 
i The production of these 
leases hit a high in Japan in ■ 
p-1996, according to the 
Japanese government’s 
environmental agency. 
Between 1990 and 1996, the 
volume -of greenhouse gas. 
emissions rose 8JJ per cent, 
reaching 378m tonnes in 
1996. TbB environmental 
agency also expects that 
total e mis sions of carbon 
dioxide and other harmful 
gag pa will climb a further 21 
per cent by 2010. 

Despite Its difficult 
position Japan has recently 
begun to adopt a more 
aggressive posture in 
pressing 'for its own 
initiatives. 

At the meeting of the UN 
: climate change convention, 
last month Japan proposed a' 
scheme that would allow 
industrialised countries to 
use foreign aid monies for 
environmental pollution 
measures in developing 
countries, and the reby 
achieve their agreed target 
-tfor emissions reduction. It 

ijjjias also been'-, an - active ■ 
a- proponent of “emissions 
•‘rights trading - , where 
countries ‘ can , sell 
whatever part or •*» 
emissions quota that it has 
not used. : 

But Japan was sharply 
criticised by other confer-, 
ence delegates and the. 
media for its own plan, 
known as the “dean devel- 
opment mechanism".- Aus- 
tralia, and other countries, 
accused Japan erf trying t° 


and CM™ to introduce antir 
pollution measures. 

Critics say the Japanese 
government is dragging its 
feet in implementing envi- 
ronmental legislation, and 
that tbe private sector and- 
local groups are responsible 
far most of Japan’s progress 
on environmental issues, v . 

Steel companies, for exam- 
ple, have been improving ; 
efficiency and increasing.use j 
of blast furnace electricity i 
generators. Toyota r the 
country's leading carmaker, | 
■has launched the world's 


vehicle - powered by -both 
an electric motor and a gaso- 
line engine - that -the com- 
pany claims produces only 
SO per cent at foe.' emissions 
of a comparable passenger 
car. 

Mitsubishi Motor, another 
' lftafling carmaker, mantrfao- 
- tures se vteral engines using a 
gasoline direct injection 
technology that lowers fttel 
consumption by 35 per cent 
. and reduces the production 
of NOx by 97 per cent. 

Nissan Motor makes a sim- 
ilar direct-injection engine 
that, it claims, improves fuel 
economy by 50 per cent The 
group has also developed a 
car that can travel 100km on 
only three litres of pefroL 

Citizen activist groups, 
which have been pressing 
for policy change since envi- 
ronmental hazards first 
gained public" attention in 1 
the EXJQs and 1970s, continue 
to influence local' legislation, 

■ particularly- in the regions' 
: outside of Tokyo. : The resi- 
dents of Maid city; for exam- 
ple, voted down tbe cori- 
stractinn of a nuclear Tlant 
in their city in 199R - Other 
protest groups have been 
active against the noise and 
air pollution from foe US 
mSBtary’s basesin Okinawa, 
■in southern Japan* “ 
the areas surrounding the 
international airport at Nar- 
ita, norths Tokyo. 

Until, the larger economic 
issues gripping The 


rove i imna ifcwiv .■ . 

local public anfl private sec- 
tor will be foe best hope for 
progress on much-needed 
■ anti-polluticai' measures. 


utility vehicles and light 
trucks that weigh 8,500 
-pounds or less will have to 
meet the. same strict stan- 


Wth the EPA planning to 
issue its own proposals for 
national standards on the 
subject within the next few 
months as part of a new set 
of dean air standards for aB 
vehicles, foe stage is set for 
a new fa ceoff between car 
producers,, regulators and 
copsn i ttBis 

EPA officials say they are 

monitoring developments in 
California closely and will 
take them into account 
when they announce their 
own plans. 

The moves are worrying 
for manufacturers, which 
have long argued that tbe 
tougher standards are unre- 
alistic arid over-expensive. 

Althou gh California regu- 
lators claim that complying 
with the new rules would 
only lead to additional costs 
in the range of 3200 for each 

Vehicle, Car iwnpawipa fkmq 

$1,506 Is a more realistic fig- 
ure. 

Perhaps the biggest obsta- 
cle to meeting the new stan- 
dards is that the necessary 
technology does not yet 


exist. And that has opened 
up differences between big 
US car companies. 

While DaixnlerChrysler 

and General Motors both 
pypmgqpH disappointment at 
California's decbfohto push 
ahead with the new. rules. 
Ford, which -has made fur- 
ther technological strides, 
has taken a more neutral 
approach. The' companies 
are also working with oil 
companies in an attempt to 
develop cleaner fuels. 

So. for their complaints 
have met with Utile sympa- 
thy. Instead, It appears that, 
after a period of relative 
neglect, federal and state 
governments are intent on 
taking a more aggressive 
approach os regulating auto 
en a lgs ta na . 

At least 15 states have 
recently adopted regulations 
requiring buses and tracks 
to undergo teste similar to 
those for cars. 

Only last month tbe EPA 
and. Justice Department 
announced a record $lbn set- 
tlement with diesel engine 
manufacturers, the largest 
civil penalty ever imposed 
for environmental violations. 

The seven companies that 
agreed to tbe settlement 



Smoggy Cafifomfe Sunrise over Glendale (foreground) and Los Angeles comes wftfi a low, brawn tare at poffutiaa 


were accused of designing 
software that bypassed con- 
trols designed to detect vio- 
lations of the Clean Air Act 
regulations. 

Some environmental 
groups charge that the fines 


were not sufficient and that 
the EPA should have 


the money would be used to 
introduce cleaner new 


removed offending vehicles engines, rebuild some of the 


from tbe road. 

inafrRflri , although they did 
not formally admit wrong- 
doing. the companies said 


older ones to reduce emis- 
sions and develop new emis- 
sion control technologies. 
‘The diesel engine indus- 


try has illegally poured mil- 
lions of tons of pollution into 
the air," Janet Reno, the 
attorney general, warned. Tl 
is time for the industry to 
clean up Its act and clean up 
□ur air.” 
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Correspondents take a look at two 
environmentally-friendly cars 


VOLKSWAGEN by Haig Simonian 


Lupo shows miserly 
nature at the pumps 


Volkswagen's answer to the 
environmental car of the 
future took its bow at the 
Paris motor show in 
September. The “3-lrtre" 
Lupo does not refer to the 
diminutive hatchback's 
engine size, but the fact it 
win be the first production 
model to consume less than 
three litres of fuel per 100 
kilometres. 

Having broken through 
this “barrier" VW is not, 
however, resting on Its 
laurels. Sometime next year 
the group's Audi executive 
cars subsidiary is expected 
to unveil its A2, an even 
more radical solution to the 
problems of pollution and 
fuel economy, which will 
have an unconventional 
body shape largely made 
out of aluminium. 

For the time being, the 
Lupo has given the VW 
group a head start over 
most competitors, it has 
also fulfilled the ambition of 
Ferdinand RSch, VWs 
abrasive group chairman, 
who, as Audi's boss in 1991 , 
first set the company the 
target of developing an 
ultra-frugal car. 

Based on the standard 
Lupo hatchback, which has 
just been launched (and is 
itself fundamentally the 
same vehicle as the Seat 
Arosa made by VWs 
Spanish subsidiary) the 


3-litre Lupo achieves its 
extraordinary frugality in 
three main ways. 

First, weight has been cut 
to the bone. Although 
sticking to conventional steel 
for much of the body, VW 
has opted for the latest 
reduced-weight sheet steel 
technology. However, some 
important body components, 
such as the bonnet, tailgate, 
doors and bumpers, are 
made from more esoteric 
lightweight materials, 
including plastic, aluminium 
and magnesium. 

The super-economical Lupo 
also differs from 
conventional counterparts 
because of its wind-cheating 
features, such as unusually 
rounded bumpers. 

A new dean -burning 
1 ,200cc diesel engine lies at 
the heart of the 3-litre 
Lupo’s fuel economy. The 
three-cylinder, high pressure 
direct injection turbocharged 
motor delivers 45 kW (61 
bhp) at 4,000 rpm. 

Coupled with a five-speed 
automatic/manual gearbox, 
the car uses 2.99 litres of 
diesel per 100km. With a 
34-litre fuel tank, that 
provides a range of about ■ 
1,000km between fuel stops. 

The high-tech engine and 
exceptional fuel economy 
also keep emissions 
extremely low. 

Driving impressions have 


been limited to a few short 
tests so far. Most have 
praised the vehicle's 
conception and quality. But, 
as with the con tr over s ial 
Smart two-seater built by 
Daimler-Benz, the new 
Lupo's lethargic gearbox - a 
penalty of Its outstanding 
fuel economy - has come In 
for some criticism. 

Others have noted that 
fighting the 3-iftre Lupo's 
flab has involved significant 
modification to the 
suspension, compromising 
handling compared with 
standard versions. And the 
loss of power steering - 
fitted as standard on most 
Lupos - to save weight 
makes parking a drag. 
Electric power steering 
should become available 
later. 

As ever, however, 
economy has its cost VW 
has not revealed any prices, 
but the 3-ftre Lupo is 
expected to cost about 
DM25.000 - about 15 per 
cent more than a 
conventional diesel-powered 
model. Given that price 
disadvantage, VW does not 
expect to build more than 
about 3.000 to 5.000 of the 
cars a year. 

Irrespective of such low 
volumes, the 3-litre Lupo 
shows clever design, 
and is due to go on sale in 
Germany in the spring. 


DAIMLER-BENZ by Kenneth Gooding 


Necar 3 takes a drive 
down fuel cell road 


Engineers at the Daimler- 
Benz fuel cell project group 

ftLNabem, south of 

— Stuttgart, have for the past 
year been test driving in 
local towns a special version 
of the group's smallest car, 
the Ardass. This version Is 
powered by a fuel ceil and 
has been dubbed “Necar 3" 
(for new electric car). 

Daimler-Benz deckled to 
drive down the fuel cell 
route as recently as 1992 
but says that, subject to a 
final decision next year, by 
2004 it expects to put 
40,000 fuel cell cars on the 
road each year. 

Fuel cells offer one of the 
most attractive alternative 
propulsion systems to 
today's internal combustion 
engines. Potentially, cars 
using fuel cells would have 
high fuel efficiency, create 
virtually no exhaust 
emissions, but have a range 
and performance that 
matches most cars on the 
road today. 

A fuel cell also shares 
many of a battery’s 
characteristics - silent 
operation, no moving parts, 
and an elec tr o ch emical 
reaction to generate power. 
But, unlike a battery, a fuel 
ceil needs no recharging and 
will run indefinitely if 
supplied with fuel. The 
chemical reaction in the cell 
is the combination of 
hydrogen with oxygen to 
produce electric power. 

However, so far the motor 
industry has been battling to 
solve two substantial 
problems - the bulkiness of 
fUel ceils and their cost A 
conventional car driven by a 
fool cell today would cost 
about £130,000. . 

Necar 1, shown in 1994. 
was a big van stuffed with 
fuel ceil apparatus. Necar 2, 
launched two years later, 
was based on the Mercedes 
V Class people carrier. 4.6 
metres long and seating 
seven. On its roof were 
mounted hydrogen tanks 



The Necar 3 is based on Daimler-Benz's A-Clasa email car 


which made it look heavy 
and bulky. 

Necar 3, shown for the 
first time at the October 
1997 Frankfort Motor Show, 
is one of the smallest cars 
available, only 3.5 metres 
long. Daimler-Benz 
engineers are exploiting the 
A-ciass double floor 
sandwich construction to 
house the fuel ceils and 
associated equipment built 
by Ballard, the Canadian 
group which is 
Daimler-Benz's partner in 
foel cell projects. 

It took a policy shift by 
Daimler-Benz to achieve this 
feat Ferdinand Panik. head 
of foe fuel cell project group, 
says that while buses have 
enough space to 
accommodate the bulky 
pressurised hydrogen tanks, 
the best solution for cars is . 
to turn liquid fuel into 
hydrogen on board the 
vehicle. 

Methanol has been chosen 
as the fuel for Necar 3, 
partly because the hydrogen 
conversion process is 
efficient and also because it 
is versatile and can be 
obtained from a variety of 
sources, including natural 
gas and biomass. 

Liquid fuel also has the 
advantage of giving a good 
driving range - 40 litres of 
methanol stored in the 
vehicle's conventional fuel 
tank will take the A-cfass 
400 kilometres and it can be 
refueled without special 


safety measures as easily as 
a petrol or diesel-foeied car. 

“Press the accelerator 
pedal and an astonishing 90 
per cent of the system’s 
power is available in just two 
seconds," Daimler-Benz 
claims. “In terms of driving 
dynamics, this puts fuel ceil 
vehicles on a par with 
conventional gasoline or 
diesel-powered 
automobiles." 

However, some carbon 
dioxide is produced during 
the methanoi-to- hydrogen 
process, so the fuel ceil 
A-Class is not a "zero 
emission" vehicle. Carbon 
dioxide is one of the 
gases blamed for global 
warming. 

In the A-Class shown at 
Frankfort, although the fuel 
ceils were located under the 
passenger compartment the 
methanol reformer unit 47 
centimetres high, was 
housed in the rear, taking up 
boot and back seat space. 
Mr Panik says Daimler-Benz 
will combine the reformer 
and catatyser In one unit 
which will fit under the floor 
of the v eh ids to give 
exactly the same interior 
space as 

combustion-engined models. 

By the end of 1999 
Daimler-Benz hopes to have 
simplified or eliminated fuel 
ceil components to a point 
where it wifi be possible to 
say whether the vehicle can 
be mass produced at a 
competitive price. 


Economic turbulence has spread from Asia and Russia to South America. 
FT writers report on what is happening in the main markets 


BRAZIL by Kenneth Gooding 


Out comes the melting pot 


Uncertainty has led manufacturers of 
vehicles and components to review their 
huge investment programmes 
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The Bran fern government's 
determination to protect the 
Real, the local currency, 
from the worst effects of 
global economic turmoil 
have thrown the country’s 
automotive industry Into 
deep recession. 

Understandably, this has 
prompted vehicle and com- 
ponent producers to have 
some second thoughts about 
the US$20bn of capital pro- 
jects they have announced 
for the years 1996-200L 

Total vehicle sales in Bra- 
211 for 1996 are now expected 
to fall by 18.7 per cent from 
last year’s level, to about 
1.6m, according to the World - 
Car Industry Forecast 
Report produced by Stan- 
dard & Poor's DRI* 

The drop is even bigger in 
the car market, where sales 
are now forecast to be nearly 
21 per cent below the 1997 
level at just over 1.2m. 

S&P DRI suggests new car 
registrations will continue to 
fell in 1999, to 1.15m, and 
will not approach the lJ57m 
seen last year until 2001. 

By the end of August, 
according to Anfavea. Bra- 
zil's vehicle producers* asso- 
ciation. new car sales were 
21.1 per cent below the corre- 
sponding months of 1997 at 
843,943. Domestically-pro- 
duced cars bore the brunt of 
the slump, and sales were 
down 25.5 per cent to 707,570 
in the eight months. 
Imported car sales actually 
moved up by 13.6 pe- cent to 
136,373- 

Some 10 per cent of Bra- 
zil’s car sales depend on cus- 
tomers obtaining cheap 
credit, but this has been 


impossible ' to obtain for 
some time. The country’s 
interes t rates were boosted 
shandy a year ago and. fol- 
lowing the Russian eco- 
nomic crisis, lifted again so 
that they are now at nearly 
50 per cent 

For potential car buyers 
the situation was aggravated 
by the government’s deci- 
sion in November last year 
to increase income tax by 10 
per cent, put up petrol sales 
tax by 63 per cent, and Bft 
the sales tax on industrial 
products. 

“The high interest rates 
and rising unemployment 
are likely to financing 
difficult and force consumers 
to postpone buying deci- 
sions, leading to lower 
demand for cars,” says Diego 
Portmo. of S&P DRL 

Vehicle production in Bra- 
zil has not been so badly 
affected. Car output is fore- 
cast to fall by 22 per cent, 
from L68m last year to i.fltn 
in 1998. Total vehicle produo 
tion is expected to be 20 per 
cent below the 287m of last 
year, at LSSm. 

The “big four” local pro- 
ducers - Flat, Ford, General 
Motors and Volkswagen - 
have all announced produc- 
tion cuts for the rest of the 
year. But this was too late to 
prevent car stocks in Brazil • 
rising to about 200,000 by the 
end of September, equivalent 
to 50 days of sales compared 
with the normal 15 days. 

Given this gloomy envi- 
ronment, it came -as tittle 
surprise when GM cancelled 
the $4m investment to 
expand its foundry at SAo 
Jose dos Campos. It stressed. 



-•hopping at a S&o Paulo car showroom 


ARGENTINA by Ken Warn In Buenos Aires- 


however, that investment in 
a new car plant at Gravatai. 
Rio Grande do Sul, was not 
affected. GM*s annual invest- 
ments ill of $500mwill 
be mateta&to next year. 

Meanwhile, Audi, which is 
to complete a plant in Par- 
ana state ihi&trcb. next 
year’ has revised downwards 
its expectations and now 
expects to sell 8*000 rather, 
than m»Oof the .A3 models 
it will produce next year. 

In contrast to GM*s move, 
Daimler-Benz is bringing for- 
ward part of the 31bn it 
platis ,to .spend over three 
years\to riavainp its product 
and assembly Bnes^t^s^io 
Panto state planfc' Ah' extra 
■ 7 ?-;- •, . : - :• . 

. .-iC - ? v . . 


$100m will be spent nest 
year instead of in 2000, tak- 
ing the 1999 total to $217m. 

It still seems that by 2003 
Brazil would have 17 vehicle 
manufacturers compared 
with 13 in the US and 11 in 
the European Union, and 
production capacity is set to 
rise to 2.5m in 2001 and 3.5m 
in 2003. • 

There are several factors 
attracting automotive 
groups to Brazil. To start 
with it has a population of 
160m. the biggest in Latin 
America. However, even 
though domestic vehicle 
sales growth rates in the 
19905 have been among the 
highest in the world - ach- 


ieving 43 per cent in 1993, for 
example - « has a vehlrlo 
ownership ratio of only one 
for every nine inhabitants. 
This is low, nut just by 
industrial world standards 
but also compared with 
economies at roughly similar 
levels of development. 
Argentina, for example, has. 
one car per 5.7 inhabitants. 

The automotive groups are 
also keen to make Brazil the 
centre of their operations for 
the Mercosur region, the free 
trade zone established by 
Brazil. Argentina, Uruguay 
and Paraguay in 1991 and 
later joined by Chile and 
Bolivia. With 22Sm consum- 
ers. Mercosur has the poten- 
tial to become a very big car 
market indeed. 

The recent rush to Brazil 
has a bo sparked some big 
tax breaks being offered to 
automotive groups for set- 
ting up in the country.. The 
producers also wanted to 
benefit from a highly- pro- 
tected market before tariff 
barriers come down. At pres- 
ent. Brazil’s domestic pro- 
ducers can import n given 
volume of cars without pay- 
ing the subs tint »al duty. 

In the past year. Chrysler. 
Navistar. Honda and Toyota 
started to build new plants 
in Brazil. In Jure September. 
Ford announced plana to go 
ahead with a now plant in - 
Rio Grande do Sul. Suzuki 
has outlined a project fur 
Rri7.il and some component 
makers have also announced, 
plans for investment or 
expansion. According to Mr 
Portillo, all this Indicates a 
long-term confidence in Bra- 
zil as a locution for produc- 
tion". 

* World Car Industry Fore 
cast Report; DRI. I Rcatfidd 
Road. Wimbledon. London 
SW19 3RL\ UK 




Market grates, reverse gear 

Producers have to rein in their output and reduce prfces as consumers put the brakes on spending 


The current global financial 
uncertainty has dealt Argentina's 
auto industry a double blow. Exports 
to Brazil, the destination for about 
50 per cent of Argentine car 
production, have slumped, while the 
local market has gone into reverse 
due to rising consumer nervousness. 

Auto production fell 14.7 per cent 
in October from the month before 
and 26.8 per cent against October 
1997. Exports for the month were 
down 7.4 per cent on a year ago, 
while sales to the local market were 
down 17.5 per cent 

In September, the 11 international 
groups that make up the Argentine 
industry began announcing 
production breaks and fewer shifts 
at their plants. Manufacturers also 
embarked on a round of price cuts, 
promotions and special credit deals 
to tempt local consumers into 
driving away some of their 
rapidly-rising stocks. “But when 
people are not in the mood to buy 
there's not much you can do to 
change their minds," laments one 
local industry executive. . 

Consumers have reined -in 
spending amid fears that the sharp 
economic slowdown in the second 
half could translate Into job losses. 
In the Argentine market, some 80 
per cent of car sales are on long-term 
credit 

Falling sales to Brazil have only 
compounded the build-up of stocks. 


“The crisis in Brazil makes, the 
problems here deeper," saysThiffiry 
•Jadot. marketing- executive for 
Peugeot “Cars that would have bear 
sold to BrazST are now on sale here- 
on probtotion (special Offer). ” 

Argentina is South America’s 
second-biggest carmaker, accounting 
for 16 per cent 'of regional 
production, accon&ng to. Standard & 
Poor’s DRL But ft. is dwarfed :by 
neighbouring Brazil, with almcist 74 
percent- - • . •- .* • >• 

Uncertainty over the outlook for. 
Brazil has made forecasting the 
Argentine industry's prospects next 
year especially difficult 1 think we 
have touched bottom, but it’s very 
difficult to be sure," said Horario 
Losoviz, president of the Argentine 
Automakers’ Association . (Adefa). 
“Our worst case scenario te for a 20 
per cent fall in production next year. 
Our best is for 5 to 10 per cent 
growth.” 

But even with the recent predpi- . 
tous falls in production. Argentina 
will still make 7 to 10 per cent more 
autos in 1998 than last year's total of 
446JM0r- according to Mr Losoviz. The 
record tally in 1997 was itself 42 per , 
cent up on 1996. •• - 

The industry, excluding compo- 
nents, has benefited from Invest- 
ment, totalling $5 bn since 1991 as 
international cur companies- have 
taken a longterm bet on Argentina's 
future as. a key supplier in and 


beyond Mercosur, the customs union 
. which also Includes Brazil, Uruguay 
and .Paraguay, with Chile and 
Bolivia as associates. 

.. New^ entrants such as Chrysler 
and General Motors have started 
pro&icfeon in Argentina alongside 
long-established makers such as 
Ford and Volkswagen. Peugeot and 
Fiat, whose cars were previously 
made under licence in Argentina, 
have taken control of their respec- 
tive marques and invested millions 
of dollars in new plant. 

The quality of car building has 
soared as a result of the modernisa- 
tion process. GM and Renault are 
exporting Argentine-built cars to 
Europe, although In low volumes. 

■ Despite present difficulties, there 
are grounds for optimism over the 
Industry’s future, according to Mr 
Losoviz. Beyond the recent slow- 
down, growth prospects for both 
Argentina and Brazil are high, he 
believes. The region’s stock of cars is 
old and car ownership is low - only 
1 car per 5.7 inhabitants in Argen- 
tina against l per 1.2 inhabitants in 
the US. 

Gar sales are strongly linked to 
changes in GDP per capita, and 
Argentina and Brazil are both at 
stages in their economic develop- 
ment where relatively modest rises 
in income translate into big rises in 
sales, says Claudio San Pedro, com- 
mercial director at Fiat 


Given such strong long-term posi- 
tives. investment in the Argentine 
Industry will continue, according to 
Mr Losoviz. "Companies may ease 
off the accelerator a bit. hut there 
will be no change in direction." 

However, another question mark 
over the industry' remains the future 
of the complex trade accord between 
Argentina and Brazil, which calls for 
the auto trade between the two to be 
kept in balance. 

This accord runs out at January 1 
2000. and negotiations aimed at’ sec- 
uring a replacement have hit several 
obstacles, especially Argentine com- 
plaints that Brazil's states continue 
to offer fiscal incentives for auto 
industry investment 

Although Argentina has a long 
history or car production, the mod- 
ern Industry remains a largely artifi-- 
rial creation, still protected by a 35 
per cent external tariff on cars made 
by companies that do not produce in 
Mercosur. The prospect of ready 
exports into the Brazilian market is 
a major part of the Argentine indus- 
try’s raison d’etre. Automakers are 
lobbying hard for continuing protec- 
tion from the full blast of competi- 
tion beyond 2000. 

"Argentina clearly aims to protect 
its position as a producer in these 
negotiations." says Peugeot's Mr 
Jadot. “But we believe very firmly 
that both Brazil and Argentina have 
a motor industry future.” 


ROUND-UP by Raymond Colitt in Caracas 


Slippery slopes in the Andes 


Extreme fluctuations in demand pose a problem for production planners 


Auto assemblers In the 
five-nation Andean 
Community (AC), the 
regional customs union, 
have been riding on an 
economic roller-coaster . in 
recent years, and face an 
uncertain future as foreign 
competition is stepping up 
and protective barriers are 
threatening to crumble. 

In each of the three 
principal auto 

manufacturing countries of 
the region - Venezuela, 
Colombia, -and Ecuador 
economic volatility has led 
annual . production of v 
vehicles to fluctuate 
dramatically. 

Venezuela's automotive 
industry,. the largest of the 
AC, last year grew by 162 2 
per cent, one of the fastest 
rates worldwide. According 
to the ' Venezuelan 
automotive chamber' 
(Cavenez), sales totalled 
178,034 units last year, up 
from 67,000 in 1996. For 
Chrysler, the US car 
manufacturer which has a 
local plant capable of 


producing 24,000 units. per 
year. Venezuela became its 
largest market outside ihe 
North American Free Trade 
Area (Canada, the US, and 
Mexico) with sales, of 20,7J.e 
units. 

Total sales in 1998 could, 
match those of last year, bat 
demand has dr opped sharply , 
from 19,000 In Ifiarch to 
fewer than 8,000 per month- 
now. The principal culprit 
interest rates that . .rose, 
steeply - as a result', of 
budgetary atid political: 
uncertainty. 


prospects for growth this 
year looked good, we were 
considering expanding 
capacity," says Mr ' Behrens. 
Instead, the ' company 
introduced a second- shift. 
Now,, with sales having 
plummeted,. Mr Behrens is 
“happy . not to have 
expanded then". 

In .Colombia, manufac- 
turers have invested some 
flOOni uver the past two 
years to modernise plants 
and obtain, international 
certi f icat i ons . of quality - 
only to see. danand slump. 


GermAn Pfirez, head' of ' Sales for the first nin» 
Cavenez says the ootlook for ■ months of 1998 woe down 
1999 remains bleak.. With nearly 10 per cent and 


only minimal* economic 
growth expected, sales, may 
&U by some 45 per coat. •*._; 

Extreme, fluctuations Ih 
demand present challenges 
in - planning a .plant’s 
production capacity, says 
Alfredo Behrens, -president 
of Toyota de Venezuela. 
"When we had a 
three-month backlog in 
orders because . of high 
demand last year, and the 


domestic production in 
September was down 3185 
percent oyer the previous 
year. Again, government 
budget • cuts and high 
interest rates are the 
principal- cause of . economic 

■ . In i' addition, - ’Colombian 
manufacturers are losing a 
large share of their market 
to imported vehicles. The 
volume of imports has 


jumped from only 15 per 
cent of total sales a year ago 
to nearly 50 per cent this 
year. Camilo Llinas. head of 
the Colombian Automobile 
Manufacturers' Association. 
Acolfa, accuses South 
Korean manufacturers 
dumping. 

Ecuador’s production , 

also been volatile, falling 
from 33.889 units in* 1994 to 
18.924 in 1996. only to 
recover to just under 25.000 
units last year. The country 
is expecting a decline of 
to 25 per cent next year. 

Although some auto 
manufacturers in Venezuela 
command gross profit 
margins of around 15 per 
cent, A n dean carmakers are 
only competitive behind the 
common protective tariff 
barriers (35 to 40 per cent) of 
the customs union. Industry 
walyste say the underlying 
problem in markets where 
imports make up t n 
one-third of a country’s new 
reeistrations is the lack of 
economies of scale. 

“The markets we operate 


of 

has 


20 


in are small so we 
protection to 
operating.” says 
Rovayo. head 
Chamber of the t 
Automobile 
(CINAEi. 

The next year 
crucial one for the 
the region's ;« 
industry. A trade 
is to be signed 
four-nation true 
Mercosur, winch 
the heavy weigh 
American auto 
Brazil and A 
Andean raanufart 
they cannot meet I 
60 per cent loca 
requirement and i 
i heir governm 
negotiate an exem; 

In addition. Andi 
torturers fear trad 
could further crun 
the guidelines or 
Trade Otpanisatin 
markets were upon 
car sales, as the V 
totes, then we wo 
wiped mu “ says Ti 
Behrens. 
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FT AUTO : RETAILING / COMPANIES 


Buyers take a shine to the ‘grey’ imports 


Japan and the US have been at the forefront .of a fast-growing trade. Now Europe is 
becoming increasingly involved, to the concern of some sections of the industry’ 


By the end of this year, 
shipping companies will 
have carried more than lm 
so-called "grey" cars - new 
or used vehicles tradk out- 
side manufacturers' fran- 
chised dealer systems - to 

destinations around the 
world, predicts Jonathan 
Palmer, chief executive of 
Ugiand International, one of 
the large shipping groups 
handling the business. 


result of collapsing Awnand 
in developing countries rav- 
aged by financial crises; cur- 
. rendes weakened in' compar- 
ison with those of Europe; 
and the belated realisation 


considerable. 

Carmakers have learned 


expires in. 2002,' or whether 
the market should be opened 



!KiiWp' : r? 



that to obstruct such legjti- up to greater competition- 


mate trade - which Includes 
the obligation of a Belgian 


Because, like Japan, the 
Upmarket b for right-hand- 


by independent traders of isb buyer with a right-hand- 
the fat profits that can be drive model - can be costly, 
made in a region where the Volkswagen has been fined 
high prices charged for new EculCCm by the European 


dealer, say. to supply a Brit- drive vehicles,, tt has been 
isb buyer with a right-hand- - the mahr target Of Japanese 


"grey" imports. To date, 
however, they have been 
restricted; at least theored- 



encountertng Court' of Justice for Ailing caHy, to “personal” imports 


That represents growth of governments. 


increasingly severe criticism 
from consumer .groups and 


more than one-quarter over 
the previous 12 months. So 
confident is U gland that the 
trade will continue to grow 
that it has bought its own 
terminal facilities near 
Orlando, Florida, to process 


fool of this legislation. . 

However, research by con- 
sumer groups indicates that 


used cars streaming out of defining more, precisely. 
five nearby auction centres They can be new or used. 


New car prices in' both some manufacturers are 
North America and Japan, at doing h»*tt pest to at least 
prevailing exchange rates. Under the trade, while stop- 
are around 40 per cent lower ping short of overtly floating 
than. Europe’s for broadly competition laws. As a 
similar models. result, they are TniMTnHTip an 

“Grey" car imports need increasingly militant' cam- 
paign, seeking to dissuade 
the European. Commission 
from renewing the Block 




at the rate of 20 a minute 
during trading hours. Nearly 
20 per cent of those vehicles 
will find their way on to 
Ugiand ships for despatch to 
whatever markets indepen- 
dent motor dealers broker- 
ing the trade can find for 
them. 

From Japan, Ugland’s and 
other carriers' ships set out 
laden with used cars as little 
as three years old - but ren- 
dered almost valueless by 
Japan’s draconian road wor- 
thiness testing laws 
designed to ensure that all 
cars fail alter, at most, four 
□r five years. 

For a long time this cosy 
arrangement between 
Japan's government and 
motor industry was consid- 
ered by both parties to have 
worked well. It has kept the 
country's production lines 
busy and Japanese consum- 
ers spending regularly on 
new cars while allowing 
impecunious buyers in 
developing countries cheap 
access to their cast-offe. 

US manufacturers, too; are 
happy to see used cars leav- 
ing North America’s shores 
to prevent a glut of second- 
hand vehicles dragging 


and enter markets by means 


other than through the fran- Exemption -from normal KU - 
chised dealer networks of c o mpetition rules which the 
car manufacturers. Prlraar- motor trade and industry 


car manufacturers. Prlroar- motor trade and industry 
ily they are handled by inde- has been enjoying fbr nearly 
pendent motor traders, two decades, 
although there is scope for : Developments in the' UK 
individuals to make “per- during the past few weeks 
sonar, non -commercial may have considerable influ- 

imports. ence over the outcome of the 

"While the bulk of such debate about whether the 
imports tends to be of cheap, current Block Exemption 


by individuals . - circum- 
vented to some- extent by 
traders providing spurious 
personal Import services - 
or to commercial imports by 
independent traders within 
the UK government’s 
so-called Single Vehicle 
Approval <SVA) scheme. 
TWs has allowed “erey? cars 
to be imported commercially 
subject to them being able to 
meet government-devised- 
tests showing they were suit- 
able for use on UK roads 
even though they have not 




V 
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Heading for the road - but many new Japanese cans ate ixdBiefy to stay there long 


has been enjoying for nearly undergone tbe EtTs crwu offi- 


cial “type approval" testing. 
Under pressure from the 


used cars, same independent 
traders - to the fury of com- 
panies such as Mitsubishi. 
Subaru and Mazda - are 
making substantial profits 
from high-performance or 
luxurious models sold in 
Japan hut which carmakers 
or their franchised outlets 
have chosen, for marketing 
reasons, either not to seR in 
Europe or to sell only in 
very limited quantities, 

"Grey" cars thus differ 
from so-called parallel 
imports - cars bought by cit- 
izens of one EU country 

exercising their right, guar- 
anteed under £U competi- 
tion laws, to buy the new car 
of their choice through a. 
franchised dealer in any 
other EU market where they 
consider it cheapest. 

With tbe most recent six- 


during the past few "weeks .“official" trade and industry, 
may have considerable influ-, however, these imports hi th- 
ence over the outcome of the erto have been limited to 50 
debate about whether the units of any one model per 
current Block Exemption year: Although independent 
should be renewed when it traders have been selling 


them at up to 30 per cent 
cheaper than equivalent offi- 
cially-imported models, the 
“official” trade has argued 
strongly that they may not 
have equivalent specifica- 
tions to officially-imported 
models, and that they are 
not the bargain they may 
appear because parts and 
servicing may be difficult. 


But the clamour for a “bet- 
ter deal" for consumers has 
been growing, and the UK 
government has now pub- 
lished a consultation paper 
indicating that the numeri- 
cal limits on “grey" imports 
capable of meeting a stiff er 
form of SVA test will be 
lifted by next spring, open- 
ing up the prospect of real 


competition to the fran- 
chised dealer system from 
independent traders. 

Other developments have 
put the UK motor trade 
increasingly on the defen- 
sive. Al an inquiry into new 
car pricing held b\ an all- 
party group of MPs in Octo- 
ber, short shrift was given to 
motor trade and industry 


executives arguing that high 
prices in the UK are the 
result mainly of exchange 
rates and the inability of EU 
governments to harmonise 
VAT and other purchase-re- 
lated taxation. 

An indication from the 
Office of Fair Trading that it 
is poised tu refer to the 
Monopolies and Mergers 
Commission what it suspects 
is a complex monopoly oper- 
ating to the trade, keeping 
prices higher than they 
would otherwise be. has 
done little to help the “uffi- 
cial" motor trade's cause. 

The European Consumers’ 
Union tBEUO has been 
watching developments 
closely and is likely to 
increase its own opposition 
to renewal of the Block 
Exemption. 

The start of European 
monetary union nest year 
may have some mitigating 
effect if. as the industry sug- 
£est*. the introduction of the 
euro makes car pricing 
across the EU more irans- 
parcnt and reduces the dil- 
ferences between individual 
markets. Whether it will be 
enough to convince Brussels 
that consumers are not get- 
ting such a bad deal after all 
remains open to serious 
doubt. 


down new car price levels, monthly EU Commission 
But the grey tide is becom- comparative study of new 


ing a flood. And, to the 
alarm of carmakers and 


car prices across .the. EU 
showing disparities of up to 


“official*’ importers - partic- 58 per cent between the 
ularly in Europe - it has cheapest markets '• of 


been changing direction. 

It is now reaching the 


southern. Europe and the 
dearest - the UK - the 


shores of Europe - and in. -incentive for consumers to 
particular the UK - a s the shop around has become. 

ALBION AUTOMOTIVE by Haig - Slmonian ^ 

Axle business! 


Acquisition of Glasgow business should 
strengthen AAM’s position in world market 


Rationalisation among 
suppliers must * really be 
moving when ope 
management buy-out 
acquires another. . 

American Axle & 
Manufacturing, the. axles 
and components company 
created in 1994 after a 
buy-out of various General 
Motors businesses, has made 
its first purchase, Albion 
Automotive. 

Glasgow-based Albion, 
formed in 19p3 from the 
axles and crankshafts 
b usin ess of the collapsed Daf 
group, once seemed an even 
stranger case than AAM’s 
mixed bag of businesses. 
While the US group could at 
least rely on continuing 
business from CM, which 


tainly fit well. AAM makes 
parts for cars, people carri- 
ers and Bports utility 
vehicles, while Albion, speci- 
alises in axles and parts fin 
heavy trucks. The. two com- 
panies first made contact in 
May 1994 and agreed to stay 
in touch: a formal approach 
was made this year. • 

The acquisition provides 
AAM, which has broadened 
its customer hose to include 
seven vehicle makers, a fur- 
ther boost. “Incorporating 
Albion into AAM means: 
that," in one 1 stroke, we 
acquire new capabilities - In 
particular, a proven track 
record in international mar-, 
ket development," says Mr 
Straney, ... 

Both sides stress Albion 


Business uuui vjin, . — — - — . 

was divesting non-core or will be run independently 
unprofitable operations, under ch^sec^veJim 

itaoHa “Whilp va nave 


Albion’s sole customer had 
just gone bust. 

Albion recovered after the 


Hastie. “While' we have 
made tremendous progress 
as an independent compo- 


AiDlQn TCCUveueu ~ ' — * • . 

revival of various ex-Daf nente supplier, we can Jo 

operations, such as Leyland much 

i- Tiir onrf strength of AAM supporting 


Tructe iid ffie UK and the AAM ropporteg 

reconstituted Daf Trucks in us, be says^ AAM hopes 
the Netherlands. Gradually Albion s expteteice ij_txan- 
tt gained new customers, ponents for trncksand buses 
inching Perkins, the diesel wffl now enable ft to tfhfr 

sjgr* sssss: ffg 

=£££»-* s=£- 53 g 

The latest move marks a with purging 

m.- *.■* 

and location are changing *»£"**• • st rushes 

“•ssrasrS sESSms 

*££5** for Europe. ^ 

The., deal, dis- 

undisclosed sum, SS*’ fts financial results, 

strengthen AAM’s poafflon initWpub- 

in the worid ^ buslr^ The pre- 
dominated by b g _ id narfly have been 


manufacturers such as Dana 
and Meritor. Albion will, add 
1450 workers and. fTSm ® 
sales to AAM's" 8,500 
workforce and turnover or 
*2.2bn, , 

The two companies cer- 


seeds conldpartlyha ve been 

used to bankroll further 
acquisitions. Now ito plan 
may have been , hit by the 
steep foBs in cydfcal stocks. 
“Let's say it’s alive, but on 
hold," Mr Straney says. 
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FT AUTO : STATISTICS 


Europe’s carmakers 
steer good course 


The Rate aerator haabeeD4&nrad)r~' 
bBbcM by tteteMnteflf tdedHor 
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CENTRAL-EASTERN EUROPE 


Daewoo still in 
VW slipstream 


New Bght vafticte registrations 


The SAE International Congress and Exposition 
is the premiere event in the global automotive industry 
where business and technology meet. Learn about the latest 
innovations from over 1,200 suppliers at the world's biggest 
automotive technology showcase. Take advantage of solutions 
presented in 250 information-packed sessions covering everything from 
automotive electronics to vehicle recycling. Plus-international business panels, 
industry tours, professional development courses, the largest automotive 
bookstore anywhere, and a prestigious industry banquet-unlimited 
opportunities to network with colleagues from around the globe. 

This worid-class event brings the technology and business of automotive 
engineering together for you in one place, at one time. If you can attend 
only one conference this year make it SAE'99! 

For event details, membership information, and more, complete 
the coupon below, visit us on the web at www.sae.org, or call 

Toll Free 1-877-SAECONG 

(Outside the U.S. and Canada, call 724-772-4027.) 


Please send me more information on attending SAE '99 ( 


Name: 
Title: _ 


Company: 
Address: _ 
City: 


State/Province: 


Country: 

Telephone: ( ) 

E-mail: 


Zip/Postal Code: 
Facsimile: ( ) 


COPY THIS COUPON AND FAX IT TO SAE TODAY 
AT 724-776-0002. 



FINANCIAL TIMES SURVEYS 


GENERAL INF0RMATI0 

N 



Volkswagen, the top-selling 
auto group in western 
Europe, kept a firm lead in 
the fast-growing markets of - 
central-eastern Europe fa the 
first nine months of this 
year, but Daewoo continued 
to gain ground, while Hat 
slipped further. • 

Overall, sales of vehicles 
up to 3.5 tonnes gross in the 
three quarters rose 9.4 per 
cent from 844,010 units in 
the corresponding 1997 
period to 923,107 units in 
the nine countries compiling 
reliable data - Bulgaria, 
Croatia, the Czech Republic. 
Hungary, Lithuania, Poland, 
Romania, Slovakia and 
Slovenia. 

Volkswagen, including the 
Audi, Seat, Skoda and VW 
marquee, held its market 
share above 20 per cent, but 
its performance this year has 
suffered from a downturn in 
its main market, the Czech 
Republic. The* German 
company’s regional sales fell 
1.3 percent 

Daewoo, the South Korean 
manufacturer that has 
become a significant force 
by buying six state-owned 
automakers in the region 
since 1995, boosted 
nine-month safes 23.4 per 
cent This growth cut VWs 
edge over Daewoo from 
56,636 units last year to 
22,031 units this year. ' 

Daewoo, Fiat and VW 
were the only groups to sell 
more than 100,000 units in 


the region durfag January to 
September this year. 
Together they captured 55.6 
per cent of the market 

Meanwhile, Fiat’s sales 
dropped 32 per cent from 
158,424 units in 1997 to 
153.402 units in 1998. The 
ftaBan group, 

which includes Alfa Romeo, 
Fiat fveco, Lancia and 
several speciality brands, is 
paying the price for Its 
narrow focus in the region. It 
owns a massive carmaking 
complex in Poland, but it 
builds no Bght vehicles 
elsewhere In central-eastern 
Europe. 

Following the “big three* 
were Dacia, of Romania, 
with 76,905 units, General 
Motors (65,420), Renault 
(51.344), and 
Peugeot-Citroen (46,688). 

VW has built its market on 
a broad presence in the 
region.The German group 
stfll centres its strategy on 
the Czech brand, Skoda, but 
it also assembles models 
from each of its four • 
marques in Poiand. it makes 
gearboxes and VW cars fa 
Slovakia, and rt assembles 
Audi's new TT roadster fa 
Hungary. 

Daewoo could overtake 
VW earty next year if it 
continues to make progress . - 
fa Romania, where it is the 
only foreign investor to 
produce cars. 

Ryan James Tutak 


JanQBQF-Septenter 1998 
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***** M "“ted. BMW Other Inductor Land-Row. MG and 
QOwr kKriudem Dodgo. Eagto, Jmp and Prymot^; f=te 
OttwjncJudMi Mh Romeo, Autobianchl, Bstrart, femocand. hnco. Lancia and 
Marar^FMOftarlnoMw Aston Marttv. Jagu*. Una* and Marcuy. GM 
Othflr/xAKiaa G adBao. Ctavrate. QMC, Fora&c and Satan; Hyundai ptxip 
tockidaa Dataemi and Lexus; VW owns 70% of Skoda 


Sours*: RJT Information Sarvtcag 


FT Surveys, Number One Southwark Bridge, London SE1 UHL 
Te! +44 (0)171 873 4090; fax +44 (0)171 873 3197; e-maH: fLsurveys©FT.com 

SURVEYS PROGRAMME AND INDEX 

^ T °P te fra™** 1 m=rtets, global Indus**. business 

® 0f *** surveys ’ COnsutt PT Wab srte httpV/www.FT.oom/newspaper/ 

“ aVaflabtQ ^ ^ dfffteuttfe s on +44 (©171 873 4848. Artema^S^r^rall the FT 

□ Forthcoming surveys program m e: +44 (0)990 209 908. 

O -Past surveys Index +44 (PJ990 209 907. ' - 

5,171 873 ^ ~ 073 421 1 ■ ^ 

b ° U9ht * om 1h, ‘ «*' ™ mb «« 

Production edton Ian MacDoraM. Gr^hics: Bob Hutchteon, Steven Bernard. EdKofM as^bnt Rowwa Carr-^lHnson 
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Bigger can be better ... as well as faster 


HIh ^®P ar t men te being scattered around various briefings are coming to an 
ena. Manufacturers are reaping the rewards of working under one roof 
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A new competitive 
benchmark has crept into 
motor industry ian? Rather 
than output, profits, or even 
their vehicles' performance, . 
executives axe startin g to 
brag about the size of their 
technology centres. 

Two of the largest have 
been taking final shape in 

recent months. in. 
Guyancourt, on the western 
outskirts of Parts, 150 
hectares of farmland have 
given way to a group of 
low-lying buildings forming 
Renault’s new Technocentre. 

Just south, of Stuttgart, a 
similarly grandiose project is 
taking shape at Sindelfingen. 
There. Daimler-Benz is 
building a new headquarters 
__ for its car . design and 
development work. 

The two centres have 
much in common. Renault's 
Tecbhocenfre, which claims 
to have been the biggest 
buHding site in Europe, will 
eventually house 7,500 
engineers, designers and 
supplier staff. Daimler- 
Benz's centre, though more 
compact, win have about as 
many on site when it fuHy 
opens In 2000. With the 
design team already 
installed. most of 
the new arrivals will 
come during next year. 


- Both complexes symbolise 
carmakers* determination to 
accelerate product ' 
development cut 

costs by concentrating ang 
co-ordinating R&D much 
more efficiently than in the 
past 

Renault's FFr5.5bn 
Tecbnocentre . • brings 
together the group’s, entire 
car development staff, 
formerly split between 
numerous Parisian locations. 
Daimler-Benz’s DMt.3bn 
complex is as ambitious: the 
new site will eventually 
house personnel previously 
split between 18 sites. 
Separately, the company Is 
centralising its 3,000-strong 
engine; - gearbox and axle 
R&D activities at a second, 
smaller plant at 
UntertOarkheim. 

Approached via an 
artificial lake and fountains 
which would not look out of 
place at Versailles, the 
shallow slanting columns of 
Renault’s Technocentre are 
far more striking ths^n 
Daimler-Benz’s more sober 
complex. The Germans have, 
however, allowed themselves 
a Btfle more levity in the 
fanshaped design centre 
styled by Italy’s Renzo 
Piano, one of Europe's best 
known architects. 


Whatever their external 
differences, the hearts of 
both centres are ran ch the 
same. Both have beehjve-bke 
buildings housing . the 
platform teams for -their 
products. Unlike the 

functional structures of the 
past, fids is where designers, 
engineers, manufacturing 
specialists and finance and 
marketing men come 
together in single platform 
or' product groups. Renault 
even -underlines the matrix 
nature of the teamwork 
work by calfing this part of 
its complex the “hjwe". 

Daimler-Benz, by contrast, 
refers to its centre as the 
“city of short cuts", to 
emphasise the 

Interconnection between 
different activities and the 
ease of access for those 
working there. ‘“We will 
"become much * - faster in 
processes - although speed 
for itself was not our first 
aim." says Helmut Petri, the 
group’s head of passenger 
car development “Product 
development has -already got 
30 per cent faster, hot we see 
scape to do more.’’ 

Renault hopes the 
advantages _ of bringing 
together so many people on 
one site will eventually help 
to save FFribn a year oh its 


R&D budget. Product 
development . times are 
expected to be reduced to 3$ 
months by 2090, eventually 
faffing to 24 months. 

Both w ra tr wft exemplify an 
accelerating trench in the 
motor intet^as'eannakers 
try to concentrate their R&D 
activities and move from 
sequential development 
work In functional 

departments to 

“simultaneous engineering", 
where the processes 
involved m developing a new 
model are conducted in 
painTld to. save tiraai 
The real model for the 
latest generation of design 
and R&D centres has been 
Chrysler’s technical ce n tre 
at Auburn Hills, north of 
Detroit. Now the group’s 
headquarters after the 
. construction of an adjoining 
15-storey management 
tower, Chrysler's . site 
pioneered . the . concept of 
grouping employees in 
multi-disciplinary teams 
rather than keeping them in 
functional departments. - 
Like Guyancourt, 
Chrysler’s decision to build 
on a greenfield site also 
provided room for extensive 
outdoor facilities. Natural 
light is always useful to 
Stylists, Who Often wmiefarin 



D a im ta r Oenz'a centre at SlnOegtnpen wg fuPy open in 2000 but a l re a d y houw the design teem 


not even the most powerful 
supercomputer modelling 
can beat seeing a planned 
new car in. the daylight For 
engineers, too. greenfield 
complexes offered scope for 
big adjacent test tracks. 
That simplifies logistics. 


and, incidentally, should 
help to keep prototype 
products further away from 
the prying lenses of 
unwanted photographers. 

Daimler-Benz, however, 
decided to shoehorn its new 
centre on spare land 


adjactent to the massive 
Sindelfingen works. “We 
thought of going for a 
greenfield site. but 
eventually decided to put it 
next to the factory," 
says Mr Petri. 
“Conceptually, we wanted to 


shorten the distances.” 

Whether brownfield or 
green, the most striking sim- 
ilarity between the French 
and German centres Is that 
both boast an actual produc- 
tion line on site - still some- 
thing of a novelty. The pro- 
duction facilities, although 
obviously far short of a 
full-scale factory, arc meant 
to replicate the conditions of 
the shop floor whore a new 
model will be built. 

A history of botched 
launches across the industry 
bears witness to the wisdom 
of trying to get the Job done 
properly from the start. 
Motoring history is littered 
with examples of carmakers 
having to add expensive 
changes, much slower ramp- 
ups to full production, or 
even costly recalls as debug- 
ging has hid to be postponed 
to final production rather 
than the development stage. 

“It is much better to make 
the changes at an early stage 
than only when the car goes 
into production." says Pat- 
rick Le QuCment, Renault’s 
head of styling and quality. 
Renault is already reaping 
some of the benefits; frill vol- 
atile production of its new 
generation Clio compact 
hatchback, launched earlier 
this year, was reached 
within three months, com- 
pared with seven-and-a-half 
for the earlier M£gane. 


The use of aluminium in cars is poised for substantial growth for at least the next 25 years. Kenneth Gooding 
reports on how some groups are positioning themselves to take full advantage of current trends 
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GM deal helps protect 
from price volatility 


VAW ALUMINIUM 


Heads, blocks become a core business 


Aluminium cylinder heads 
and blocks tor the Zentec 
SE engine used in Ford’s 
now Focus car are 
produced at VAW 
Ataninun's plant at 
HBngen in Germany. 

The story of how VAW 
came to have this business 
illustrates the methodical ... 
and carefully-considered 
approach some aluminium 
producers have been 
taking when targeting 
customers in the automotive 
industry. 

. ft was only in 1992 that 
VAW decided to break Into 
the business. Today 75 per 
cent of Opel cars have VAW 
cylinder heads, and its other 
custom e rs include BMW/ 
Rover, Volkswagen-Audl, 
Rolls-Royce and the MCC 
Smart car. 

In 1992 VAWs revenue 
from cyfinder head and 
block castings was 
DM1 00m. Today it Is a core 
business and generates 
DM600m a year. According 


to Dieter Braun, the board 
member responsible for 
VAWs castings division, by 
2002 annual revenue wfll be 
at (east OMtbn and wifi have 
grown 10 times in as many 
years. 

He insists car engine 
makers inevitably wfll make 
the transition [from using iron 
to aluminium. “We know 
about all the new engines 
under development so we 
can have' high confidence In 
that forecast," he says. 

There are other confident 
predtotions Mr Braun can 
make because of VAWs 
privileged view of the car 
industry. 

In Europe at present, 95 
per cent of cylinder heads in 
car engines are made from 
aluminium and so are 35 per 
cent of the blocks. In North 
America, 80 per cent of the 
heads and 50 per cent of 
the blocks are made from 
the lightweight metal. “We 
feel that by 2003 at least 95 
per cent of the heads and 


50 per cant of the blocks 
will be aluminium in both 
Europe and North America,* 
says Mr Braun. 

When in 1992 VAW began 
looking to see how It might 
benefit from the substantial 
increase in the use of 
aluminium by the car 
makers, most of its rivals 
were concentrating on how 
they could generate extra 
business by making car 
body structures. VAW 
wanted to avoid having to 
go into direct competition 
with them. Neither did it 
wteh to compete with the 
carmakers' core operations. 

It also wanted to be in a 
business where the barriers 
to entjy were high in terms 
of the technology involved 
and the investment required. 

Aluminium castings for 
cylinder heads and blocks 
fitted these requirements. 
Production of these Items is 
not core business for the 
automotive groups, and no 
other aluminium company 


was making relatively big 
castings of this sort. Also, 
VAW is able to offer 
patented technology which 
enables aluminium cylinder 
heads to survive without the 
usual steel ‘crack 
preventers" and for 
aluminium blocks to be used 
without the usual grey iron 
Gners. ...... 

As for investment. VAW 
spent $150 m to estab&sh 
the Dillingen plant, which is 
almost totally automated. 
Another $50m was spent to 
expand the plant to make 
the Zentec parts. VAW has 
more than doubled capacity 
at its VAW motorcast plant 
(formerly West Yorkshire 
Foundries) at Leeds in the 
UK, buOt a DM 60m plant in 
Hungary, and another for 
DM30m in Linz, Austria. It 
has a joint venture in 
Mexico, and has built a 
$60m facility there to make 
aluminium heads and blocks 
for an engine that will go 
into a new range of General 


Motors tight trucks and 
vans. 

In 1993, having decided 
which business it wanted to 
be in, VAW bought 
Isenwerke Brfihl in Germany, 
a big supplier of iron 
cylinder heads and blocks 
but which also had two 
satellite companies 
producing aluminium heads 
and blocks, one of them 
being West Yorkshire 
Foundries. 

IB at the time was 
negotiating for a joint 
venture with Ford to build a 
new castings facility in 
Europe. VAW continued the 
negotiations but Ford 
changed its mind. It said IB 
could have the business If it 
would build the foundry. Mr 
Braun says the very tight 
time schedule - Ford 
wanted the first castings by 
1995 - meant that VAW had 
to quickly scan Europe for a 
suitable location. It settled 
on Dniingen because of its 
steel working tradition. 


Alcan, the world’s 
second-biggest aluminium 
group, has spent $200m - 
during the past 10 years in 

developing technology and 
partnerships with car 
makers. Last month It 
revealed a “mutti-bHlion 
dollar*, 10-year supply deal 
for aluminium with General 
Motors, the world's biggest 
automotive group. 

The two groups win 
“explore new and expanding 
uses for aluminium, 
inducting aluminium 
intensive vehicles", they ; 
said. However, the most - - 
important aspect as far as 
GM is concerned, is that a 
way has been found to 

effmfriate much of 
aluminium's price volatility. 
Gar makers worry about this 
causing havoc with their 
costs in future should 
they incorporate much 
more afciminnjm in their 
vehicles. 

The deal apparently does 
not Involve Alcan receiving 
more or less than prices 

quoted on the London Met® 
Exchange, but GM has ■ 
signed up with a big 
financial institution for a 
long-run hedging strategy to 
avoid exposure to fte 
extremes of the metel price 
cycle. 

The arrangement ® . . 

thought to Involve Alcan - 

supplying mainly sheet _ 

products to GM. Prices wffl 
be based on the cost or 
primary aluminium on the 
LME plus a conversion co^t 

from primary to dreetTnte, . 
in turn, wiH be based on the 
cost of production plus a 
return on capital. 

GM has the right to - 
substitute Ingot for sheet 
products, a flexibility # 
needs since ft is stUJ by .no 
means certain that car body 


sheet wfll take off as the 
preferred material in cars. 
Steel and composites remain 
viable alternatives. 

Nevertheless, Alcan 
already is a big supplier of 
aluminium sheet for 
“closures" such as doors, 
trunk (boot) and bonnet 
(hood) Eds as well as 
fenders (bumpers). Jacques 
Bougie, Alcan's president, 
insists that present demand 
far these Items does not ; .. 
show, just how well his ■ 
company is positioned to 
take advantage of growth in 
demand from the carmakers 
for ahjminium sheet beyond 
tiie year 2000. 

-From 2000 or 2002. 

growth from sheet - the skin 
of the car- k where we are 
positioned to benefit Not 
many people realise that tbe 
structure of an aluminium 
Intensive vehicle, the space 
frame, is 40 per cent sheet 
For high-votiHne models, 

Alcan's Structured vehicle / 

technology involves 99. per- 
cent sheet - 
“And we are the leading 

supplier of sheet around the 
work! We’ve patented the 
structure technology and 
been working with 
manufacturers towards its 
Introduction." 

He suggests the growing 
automotive market for 
aluminium sheet represents 
potential annual sate of 
300,000 tonnes for Alcan 

within a decade- That 

represents nearly 16 -per 
cent of the 119m tonnes of 
t^ricatedahjrrrnikm 

products Alcan shipped last 

year. . 

: In October Alcan launched 

a new organisation, Alcan. 
Global Automotive Products, 
which wffl Integrate Its global 
strategy for the automotive. 
jnarkfib-We wjfl co-ordinate 


the company's separate 
sheet based automotive 
efforts in a global . 
organisation to meet the 
needs of customers world 
wide," says Mr Bougie. 

Donald Macmillan, who 
since 1994 has been Alcan’s 
general manager of 
automotive products in 
Detroit, wffl head the new 
organisation, based in 
Farmington Hills, Michigan. 

in Europe, the use of . 
aluminium sheet - as 
distinct from casting or • 
extrusions - in cars 
accounts for about 22,000 
tonnes a year at present 
This is expected to rise to 
70,000 tonnes by 2002 and 
to 150,000 tomes by 2005, 
acoxtfing to Roland 
Harings, manager of sales 
and marketing for 
automotive sheet ip Europe. 
If the European car industry 
went ahead with an the 
plans on stf its drawing 

boards, nearty 1m 

“afumfntum Intensive* cans a 

year would be produced . 
wftttn a decade. 

Alcan's German subskfiary 
has already taken action to 
answer the obvious question 
from carmakers; will there 
be enough aluminium, 
particularly aluminium sheet 
available if we go down that 
route? 

Five yeas ago rt bought 
the Nachterstedt rofiarg mili 
in what was once east 
Germany from the 
Treuhandenstalt, the 
privatisation organisation, 
specifically to meet potential 
demand for afcarorium sheet 
from the automotive 
industry. 

. About DM271 m has been 
Spent to update and 
expand the plant which now 
has an annual raffing 
capactiy of 250,000 tonnes. 




STRENGTH 


Strength is having massive growth opportunities as car 
and truck makers outsource more to the most capable 
global suppliers. It comes from Technical Centers of 
Expertise in Brazil, Germany, the U.K. and the U.S. and 
from facilities in high-growth areas around the world. 
Strength is a talented workforce, a diverse customer 
base and a heritage of advanced technology that seeks 
stronger, lighter materials and new procedures. Strength? 
We feel ours growing every day. Isn’t it obvious? 
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He's taking full 
advantage of the 
latest automotive 
safety technology 
by talking to his 
CD player. 

The new Jaguar S-TYPE features a 
technological breakthrough in 
automotive safety and convenience. 

Developed and supplied by Visteon, 
it's die most advanced voice recognition 
system in the worid - the only 
system with the ability to recognise 

natural voices and dialects . 1* 

... _ i* 

So when this Jaguar driver speaks 
to his CD, radio, air conditioning 
or car phone, we fed it says 
something about Visteon. If you 
want to hear more about our 
innovative approach, visit our 
website at wvrw.visteonet.com 





Visteon 


See the possibilities™ 





